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Cautionary Note Regarding Forward-Looking Statements

This Annual Report on Form 10-K contains forward-looking statoments based on our current expectations, cslimales and assumptions about future events. All stalements
other than statements of current or historical fact eontained in this report, including statcments regarding our futur financial position, business strategy, budgets, projected costs and
plans and objectives of management for future operations, are forward-looking statements. The words “anticipale,” “believe,” “continue,” “estimate,” “expect.” “intend ” “may.”
“nlan,”™ *will” end similar cxpressions are generally intended 1o identify forward-looking statements.

These forward-lookiny statements invelve various risks and uncerininties, some of which are beyond our control. Any or all of our farward-looking siatements in this report
iy turn out 1 be wrong. We have based these forward-looking statements largely on our current expectations and projections aboul futuee events and financial trends that we
helieve may affect aur financis) condition, Tesulls of operations, business stratepy and financiul needs. They can be affected by indccursic assumptions we might make or by known
of unknown risks, uncertainties and assumptions, inchuding the risks, uncertainties and assumptions described in [tem 1A, *Risk Factors.”

In light of these risks, uncerfintics and assumptioas, the forward-looking events and circumstances discussed in this report may not occur and actual results could differ
materially from those anticipated or implied in the forward-looking statements. When you consider these forward-looking statements, you should keep in mind these risk factors
and other cautionury statements in this report.

Our forward-looking stutements speak only as of the date made. Other than as required by law, we undertake no obligatian to publicly update or revise any forward-locking
statements, whether as a result of new information, futtre events or otherwisc.

The facilitics, operations and businesses described in tbis Report are owned and operated, and mamagenent services provided, by distinct and indirect subsidiarics of Surgery
Partners, Inc.




PART 1
Item 1. Business

Dverview

We are 1 leading healthcare services company with a differentiaid outpatient delivery model focused on providing high quality, cost effective solutions for surgical and related
ancillary care i support of our patients and physicians. Founded in 2004 as a limied liability compuny, tn own and operate ambulntory surgery centers (“ASCs™), provide
anesthesia scrvices, ond operate physician practices, we expanded our business in 2011 by acquiring NovaMed, Inc, and in 2044, we acquired Syimbion Holdings Corporation
(“Symbion™). Further, we compleied an initial public offering ("IPO") in October 2015. We arc now onc of the largest and fastest growing surgical services businesses in the

country.

As of December 31, 2016, we owned or operated primarily in parmership with physicians, a portfolio of 104 surgical facilities conyprised of 99 ASCs and five surgical
hnspitals {“surgical hospiials,” and together with ASCs referred to as “surgical facilities™ or “facilities”) acrnss 29 states and we nwned a majority interest in 74 of these facilities.
Additionally, appmximately 73% nf these fecilities were mulli-specialty focused. During 2016, over 4,000 physicians provided services 1o over 600,000 patients in eur surgical
facilities generating $1.0 billion in revenue,

Our inhoviive stmtegy provides a suite of targeted and complementary ancillaty services in support of our patients and physicians. Thig suite of ancillary services is
comprised nf a diagnostic laboratory, mult-specialty physician practices, urgent care facilities, ancsthesia services, optical Services and specially pharmacy services (aur “ancillary
services™), We believe this apprnach improves the quality of care provided to our patients, results in superior clinical ontcomes and alinws us to reatize the revenue associated with
these aneillary services that are otherwise outsourced 10 unrelated third-party providers.

Our patient- and physician-centric culture, our commitment to high quality care, our diffcrentiated approach to physician éngagement and our site of complementary ancillary
services have been insirumental 1o our growlh. Thess arcas of focus, slong with investments in systems and processes, stratcgic nequisitions and favoruble industry wrends, have all
eontributed to our industry leading track record of growth.

Cur Growth Strategies
Our differentiated operating model employs 8 mulnfaceted strategy to grow revenue, carnings and eash finw. We belicve the foltowing are kcy components to this stratcgy:

«  Dcliver outstanding padent care and elinical outcomes;

«  Fxpand ancillary services across our national platfonn;

«  Continuc to cxceirte and expand upoa our physician cngagement strategy in attractive markets;

«  Drive organic growth al existing facitities through mrgefed physician recruitment, service line expansion and implementing our efficicnt operating model;
»  Continue pur disciplined acquisilion strategy; and

+  Introduce new service offerings to provide a more comprehensive continuum of care.

Industry Overview
Surgical Facilities

For many years, government programs, private insurante companies, managed care organizations and self-insured employers have implemenied cost enntainment measures
intended to limit the growth of healiheare expenditures. These cost-containment measures, together with technological advances, have enntribuled o the sigaifieant shifi in the
delivery of healtheare services away from traditional inpaticnt hospital settings to morc cos! effective surgical facilities, ineluding ASCs and surgical hospitals. ASCs have been
viewed as a suceessful way to increase efficiency by jayproving the quality of, and access 1o, healthcare and incrensing patfent satis fction, while simultancously reducing costs.
Surgical hospitals arc farger than a typical ASC and include inpatient hospital rooms and, in some eases, 8 limited scope emergency depuriment, The offerings in v surgical hospital
alse include acute carc services, such as diagnostic imaging, pharmacy, laboratory, obstetrics, physical therapy, oncology and wound eare. As the focus an cnntaining healtheare
expenditures uTows in response to the Affordable Care Act, surgical procedures are expected © continue 1o shifi dramatically from inpatient to outpatiens settings.

Increasing Demund for Surgicul Procedures in Outpatient Settings

Aceording o the Centers for Medicare and Medicaid Scrvices ("CMS"), the percentage share nf outpatient surgery has increased from 5% in 1985 w 77% in 2012. This shift
has occurred for a varicty of reasons, including an increase in the number of procedures that con be performed safely in an owpatient cnvironment. the high quality cutcomes at
lower cost af the cutpatient setting relative to the inpatient setling, patient preference due to increased convenience, physician preference due to increased efficiency, paticnt and

payor prefereace due 10 the lower cost setting.
Advancements in Medical Technology

New technologies, faster acling and more cffective anesthesia and less invasive surgieal techniques have inereased the number nf procedures that can be perfornned in an ASC.
Lasers, arthroscopy, enhanced endoscopic techniques and fiber optics have reduced the frauma and reeovery tme for patients. Advanees in the use of anesthesia have shortened
recovery time hy minimizing postoperative side cffoas such as nausca and drowsiness. Procedures that only a few years ago required major incisions, Jong-acting ancstheties and
extended convalescenee ean now be performed through closed techniques utilizing shnrt-acting wnesthetics and with minimal recovery time, OF these




new lechniques and technolozies, more complex surgical procedures that previously were performed only on an inpatient basis can now be performed in an ASC. Medicare, often
the benchmark fnr ather insurance plans, has approved approximately 3,400 procedures to be performed in a surgery center. We believe that ASCs are likely to receive continued
regulatory support as more cost effective alternative surgical procedures can be performed in the ASC setting compared to the traditional, inpatient hespital setting.

Improved Qutcontes and Convenience for Patients at Lower Costs

ASCs provide outstmding paticnt safety and supetior clinical outcomes due 1o the focus and specializition of a center’s proftssional staff. ASCs have lower rates of inpatient
haspilal admission, hospisal-ncquired infections and mortality than hospital-based outpatient surgery departments, Finally, ASCs often offer patients greater convenience than
hospital oumpatient departments with more convenient locations and ability to schedule surgery.

Compelling Value Proposition for Physicians

Many physicians prefer surgical facililies over general acute care hospitals because of greater scheduling flexhility, more consistent nurse seatfing and faster tunaround times
between cases, which allows physicians n increase the number of surgical procedutes they can perform in a given period of time. Duc o the non-cimergency, eloetive nature of most
ABC procedures, physicians® schedules are rarely interrupted, enabling physicians fo more efficiently secure preferred blocks of time in the operating room. This is in coatrast 10
acute care haspitals, where medical cmergencies ofien demand the unplanned use of operating rooms und result in the postpnnement or detay of scheduled surgical procedures,
disrupting physicians® practices and inconveniencing patients. Physicians are also increasingly interested in pursuing partnerships with other physicians in order to gain preater
stability, access to scaled clinical and operating systems and a pathway to participating in new payment madels, These partnerships help selieve physicians of the financia] and
administrative hurdens resulting from uncertainty regarding reimbursement and healthcare legislation. In addition, our ancillary services provide support for our surgica specialists
who are then reficved Trom the additional hurden of coordinating third-party support services.

Reduced Costs for Payors

There has been an increased focus on controlling the growth of healtheare expenditures and as a result, €ost containment measwres have contributed to the significant shift in
the delivery of healtheare services away from traditional inpatient hospitals to more cost effective alternate sites, including ASCs. Government programs, private insurance
comparries, managed care organizatians and self-insured employers have implemented these cost containment measures to [imit increases in healthcare expenditures, including
procedure reimbursement. In addition, as patients are facing increased financial responsibility through higher co-pays and deductibles, there is increased consurmerism as patients are
encouraged to find more cost effective options for their healihcare, Susgery periormed at an ASC is generally less expensive than hospital-based outpatient surgery because of lower
facility development costs, more cfficient staffing and space utilization, a specialized operating environment focused on quality of care and aligned incentives for physicians and
ASCs to control costs and improve cfficiency. A procedurc in an ASC costs, on average, approximately 73% af what the same procedure costs when perfinned in a hospital
surgery department, according 1o an Ambulatory Surgery Center Association analysis of 2014 Medicare fee schedules. These cost savings will coatinue to incentivize constituents
across the healthcitre continuum to shift the delivery of surgical procedures to ASCs.

Ancillary Services

A broad market of ancillary and related services faeilitates operational cfficiencies for physicians. In the arcas af specialty wherc our physieians are focused, the associated
ancitlary services includc a diagnostic laboratory, multi-specialty physicinn practices, urgent carc Faciities. anesthesia services, optical servioes and specialy pharmacy services.
These industries represent approximately $127 billian of annual healthcare expenditures and provide a broad opportunity for us to expand aur Ancillary Services autreach to
support paticnts and physicians,

Operations

For more detailed financial information regarding our Company, see the consolidated financial statements and the aceompanying notes, which are attached at Page F-1 10 this
Annuat Report on Form 10-K, As described befow, we have three reportable operating segments. Financial information reparding our reportable segments is found in Note 15 1o
our consolidated financial statements that are attached beginning on Page F-1 of this Annuat Report oo Forin [0-K.

We operaic in three lines of husiness throughout the United States: surgical facility services, aneillary services and optical services.

Surgical Facility Services Segment: Our surgical facility services segment consists of the operation of ASCs and surgieal hospitals, and includies our anesthesia services. Our
surgical facilities primarily provide nnn-emergency surgical procedures across many specialties, including, snong others, G1, genernl surgery, ophthaimology, arthepedies,
and pain management.

Anclllary Services Segment: Our ancillary services segment consists of adiagnostic laboratory, a spesialty pharmacy and multi-specialty physician practices. These physician
practices inelude our owned and operated physician practices pursuant to Jong-tenn management service agreements.

Optical Services Segment: Our optical services segment consists of an optical laboratory and an optical products group purchasing organizatian, Out optical laboratory
manufaciires eyewcar, whilc our optical products purchasing organization negotistes volume buying discounts with optical product inanufhcturers.




Surgleal Facility Services Segment
Surgical Facility Operations
As of December 31, 2016, we owned {primarily with physician investors or healthcare systems) or operated 104 gurgical {acilities including five that are licensed as hospitals.

Our typical ASC is a free-standing facility for planned, surgical procedures performed on an outpatient basis on palients not requiring hospitalization and for whom an
overnight stay is not expected afler surgery. Each center typically has one to four operating or procedure rooms with arcas {or reception, pre-operative care, recovery and
administration. The average fucility size is 8,000 w0 12,000 square fest. Centers are specifically tailored to meet the nceds of physician-partners and Oreir specialiies. Of our 9%
ASCs, 97 utilize |cased real property. We expect to be able to renew or replace a substantial majority of these leases on substantiafly similar terms. The staff of our ASCs generafly
includes a cenier administrator, registered nurses, operating room lechnicians, as well as other administeative staff.

Our surgical hospitals arc generatly larger than our ASCs and inelude inpatient hospital rooms and, in two cases, a limited scope einergency depariment, Our surgical hospitals
also provide aneillary services such as diagnostic imaging, pharmacy, leboratory, obstetrics, physical therapy, nncology and wound care.

As of December 31, 2016, we provided anesthesia in 38 of our 104 surgieal faeilities. These services are provided by our certified registered nurse anesthelists or physician
ancsthesiologists. Thesc employment or coniract relationships vary by state to comply with corporate jirectice of medicine laws.

Each facility is licensed by the state and certified as a provider under federal programs. The factlities are available for use only by licensed physicians performing surgical
procedures. We cnsure consisient quality of care by assisting our parters with establishing and maintaining accreditation with the A coreditation Association for Ambulatory Health
Care ("AAAHC"} or the Joint Commission, the occrediting bodies for the ASC and hospital industries. As of December 31, 2016, 80 of our 104 surgical facilities were aceredited
hy either A AAHC or the Joint Commission, and the remainder were in the process of obtaining accreditation.

We operate bntly multi-specialty and single-specialty Tacilities. In multi-specialty facilitics, a variety of surgical procedures are perfonned, inciuding: G|, general surgery,
aphthalmology, orthopedics and pain management. We have diversified our facility procedure mix by strategically introdueing select specialties that will complement existing
factlities. in many cases, we keep ecriain facilitics as single-specialty where H suits an indévidual Tacility or market demand.

Our surgicat facilities are generally located in elose proximity to physicians’ offices. We provide cach of our surgical facilities with a full range of financial, marketing and
operaling serviees, For example, our regional managed care directors assisi the local managemeni team at each of our surgical facitities in developing relationships with managed
eare providers and negoliating managed care coniracts.

Surgical Facllity Ownership Structire

We own and nperate our surgical facilities through partnerships or limited liability companies with physicians, physician groups and henltheare systems. One of our wholly
owned subsidiarics typically serves as the general partner or managing member of our surgical facilities. We generally seek to own o majority interest in our surgical facilities, or
otherwise have sufficient control over the facilities to be able to consolidate the financial results of operations of the facilities with ours. In some instances, we will acquire
ownership in a surgical facility with the prior owners retaining ownership, and, in some eases, we offer new ownership (o other physicians or healthcare systems. We hold majority
ownership in 74 of the 104 surgical faciliies in which we own an interest. We provide intercompany loans to our consolidated fucilities which oflen are secured by a pledge of
assets of the partmership or limited lisbillty company. We also have a management agreement with the majority of our surgical facilitics. under which we provide day-to-day
management services for a management fee, which is typicatly cqual 10 a pereentage of the revenues of the facitity,

Each of the partnerships and limited fiability companies through which we own and operate our surgical facilities is govemed by a partnership or opcrating agreemens. These
partnership and operaling agreements typically provide, among other things, for voting rights and limited transfer of ownership. The partnership and operating agreements also
provide for the distribution of available cash to the owners. In addition, the agrecments typically rostrict the physician owners from ewning an intereSt i a competing surgieal
faetlity during the period in which the physician pwns an interest in our surgicat facility and for one year after that period. The partnership and operating agreements for our surgical
facilities may provide that the facilitics will purchase all of the physicians’ ownership if eertain adverse regulatory events occur, such as it becoming illegal for the physicians to own
an interest in a surgical facility, refer paticnts to a surgical faeility or receive cash distributions from a surgicat facility. The purchasc price that we would be required to pay for the
ownership is based on predetermined formulas, typically cither a multiple of the surgieat facility's EBITDA, as defined in our partnership and operating agrecmgnts, or the fair
market value of the ownership as determined by an independent {hird-party appraisal. Some of these agreements roquire us to make a good faith cffort to restructurs our
relationships with the pliysician investors in a manner that preserves the economic tettns of the relationship prior to purchasing these interests. In certain circumstances, we have the
right to purchnse a physicinn's ownership, including upon a physician's breach of the reseriction on ownership provisions of a partnership or epcrating ugreement. In some cases,
we have the right to require the physician owners to purehase our ownership in the event our nmanagement agreement with a surgical acility is terminated.




Surgical Facilities

The following table sets forth information regarding each of our surgicul facilities as of December 31, 2016:

Number of Number of Surgery Partners
Operating Treatment Pereentage
Facility / State City Rooms Rooms Ownership
iAfabams =
B[rmmgham Surgery Center Birmingham 5 3 37%
Arknnsns T
NovaMed Surgery Center of .Iom:sboro Joneshoro 2 1 51%
.Cnlil'omta
Specialty Surgical Center of Beverly Hills J' Bnghlon Wny Beverly Hills 6 3 26%
Specialty Surgical Conter of Beverly Hills !' 'hu-c Bollevard Beverly Hills 4 2 27%
Specialty Surgical Center of Eneino Encino 4 2 IT%
Specialty Surgical Center of Irvine - irvine 4 1 52%
SpinatCARE Surgicenter ) ) Irvine n l 0%
" Mission Hills Pain Treatment Cebter - .+~ ™ Mission Vicjo 0 2 70%
Specialty Surgical Center ofThousand Oaks Westlake Village 4 2 20
:j ‘Center for Qutpaticnt Surgery Tooode ‘Whitticr 2 2 64%
Colorado
United Ambulatory Surgery Center Colotado Springs 1 0 60%
NovaMed Surgery Center of Denver Denver 2 1 51%
Animas Surgicat Hospital . Duranga 4 1 66%
12 Hospital
Rooms
’ Minimally Invasive Spine Institute Lafayette 2 I 4%
Delaware
Delaware Outpatient Center for Surgery® Newark 4 4 49%
Florida -
"Cape Coral Surgery Center Cape Coral 5 7 58%
Lee lsland Coast Surgery Center Fort Myers 5 3 43%
. Taser and Outpatient Surpery Cenier - Gainesville 2 1 51%
Jacksonville Beach Surgery Center Jucksonville 4 1 100%
-Riverside Surgical Center Jacksnnville 80%
Lake Mary Surgery Center Lake Mary 2 | 63%
""" Lake Worth Surgical Center . . Lake Worth 3 1 87%
Palm Beach Outpatient Surgical Cenler Lake Worth 2 1 60%
Tampa Bay Regionnl Surgery Center Largo | 2 51%
West Bay Surgery Center Largo 4 4 100%
Park Place Surgery Center Maitland 2 I 94%
Space Coust Surgery Center Mermiit Istand [ 0 100%
" The Gubles Surgical Center Miami 2 o 82%
Miami Surgical Center Miami 6 1 58%
. Suncoast Surgery Center New Port Richey 2 | 25%.
The Surgery Center pfOcala Ocala 4 2 41%
Orange City Surgery Center Crange City 2 1 5%
Downtown Surgery Center Orlando 4 | 3%
Millenia Surgery Center o Criando 2 4 60%
Sarasota Ambulatory Surgery Cemcr Sarasota 2 1] 68%
Anmnenia Ambilatory Strgery Center - - Tampa 2 4 94%
Wesichase Surgery Center Tampa 4 0 51%
New Tampa Surgery Center Weskey Chapel 2 2 63%

i

@
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Number of Number of Surgery Partners
Operating Treatment Percentage
Facility / State City Rooms Rooms Ownership
Georgia B 7 o
YA dantn Eyc'-SL;frgéry Center o '_’ . ‘ Atlanta 2 1 t00%
Premier Surgery Center Brunswick 3 1] 67%
{Coastal Pain Conters - :'_-' o Brunswick I 0 15%
The Surgery Center Cajumbus 4 2 63%
. Coastal Pain Centers o Vidalia ] 0 15%
Hawaii -
. “Honolulu Spine Center R L ) Hanalulu ‘ 2 0 ) 41%
Idabeo
" Mountain View Haspilal SRV Idaho Falls ) 10 2 ' 68% &
o 43 hospital
raams
IHinois N
NovaMed Eye Surgery Center -Morthshore - Chicago 1 1 67%
"Eyes of linois Surgery Center =~ 7 - Maryville 1 1 agsh o
Center for Reconstruetive Surgery Ouk Lawn 4 0 5%
Valley Ambislitory Surgery Center .. 81, Charles 7 1 45%
Indiana
Surgical Center of New Albany : ' o New Albany 3 1 53%
NovaiMed Eye Surgery Center of New Albany Mew Albany 2 1 52%
Kansas ' o
NovaMed Eye Surgery Center of Overiand Park Qverland Park 4 1 51%
Cypress Surgery Center . ] . _. Wichita 6 5 52%
Kentucky '
", ~DuPom Surgery Center C Louisville 5 0 70%
Louisiann
" Advanced Pain Institute B Hammond i} 2 51%
Intervemipnal Pain Manngement Center Baton Rouge 4 0 1%
Pbysicians Medical Center - ‘ Houma 5 8 0% @
- - 30 hospital
rooms
Michigan
The Cataraet Specialty Surgical Center Berkley 2 i 51%
Surgery Center of Kalimazoo ‘ Poriage 4 0 : 62%
Mississipp! N
DeSoto Surgery Center " o DeSoto 2 1 —% o
Physicinns Quipatient Center Oxford 4 2 —% O
Missouri
St. Lonis Women's Surgery Center Ballwin 3 (] 62%
Orthopedic Ambutawory Surgery Center af Chesterficld Chesterficld 4 i % W
Timberluke Surgery Center 7 Chesterfield 4 i 62%
;;avaMc;d Eye Surgery Cenier of North Cainfy" ' Flonssan! 1 0 100%
Central Missouri Medlical Park Surgical Center Jefferson City 4 ! 40%
.Blue Ridge Surgical Center . ‘ Kansas City 2 1 - 51%
St. Peters Ambulatory Surgery Center ' St Peters 2 0 54%
St Lowtis Spine and Orthapedic Surgery Cenltr L . Town and Country - 3 [ 5G%
NovaMed Surgery Center of Warrensburg Warrensburg 2 1 51%
‘Montana ' 7 S - -
Grean Falls Clinie Medical Center o Great Falls 3 H 5% @







Number of Number of Surgery Partners
Operating Trearment Percentnge
Focility / State City Rooms Rooms Ownership
: 19 hospital
. R rooms
Great Falls Clinic Surgery Center Great Falls 3 2 93%
Né%j’ilskn ) ' HEEA
Surgery Center of Fremont Fremont 1 i 51%
Néﬁ{“}{nnipshll“e‘ : Co
New Hampshire Eye SurgiCenter Bedford 1 0 84%
“Nushuo Eye Surgery Center I ] : Nashua 2 0 5%
| North Caroling
" Orthopsedic Surgery Center of Ashevile Asheville 3 0 54%
Wilmington SurgCarc ' Wilmingion 7 3 %
| :‘Ndrth Dakota o o 7 7
Grand Forks Surgery Center Grand Forks 1 ] 51%
onio R |
Surgery Center of Sandusky Sandusky 1 1 0%
| Valley Surgery Center - _  Steubenville 3 1 35%
Pennsylvonio
The Center for Speciatized Surgery: Bethichem 2 2 64%
Village SurgiCenter of Frie 7 Frie 5 1 70%
Crozer Keystone Surgery Center at Haverford ~ - o Haverford 5 1 e
Physicians Surgical Center Lebanon 3 1 76%
"Rhode Island - - o o '
East Greenwich Endoscopy Center i East Greenwich 0 4 45%
. EastBay Endoscopy Cemter e Portsmouth D 1 5%
Bayside Endoscopy Center Providence 0 6 75%
. Ocean State Endoscopy Center R - ‘ Providence 0 3 54%
Tennessee
" Renaissance Surgery Center L i ' Bristol 2 ] 49%
NovaMed Surgery Center of Chattﬁnooga ) Chattanaoga L 1 52%
The Surgery Center of Cleveland R Clevcland 2 l 62%
Cool Springs Surgery Center Franklin 5 2 36%
Gennantown Surgery Center h Germantown 6 1 %
| Physicians Surgery Center Jackson 4 1 20%
| " East Memphis Surgery Center ) Memphis & 2 —%
| UroCenter Memphis 3 0 —%
Texas
Medicat Center Endoscopy ] T o Housfon [H 7 51%
Lubbock Heart and Surgical Hospital Lubbock 10 7 60%
74 hospial
‘ rooms ‘
Amerigan Surgery Center of South Texas , San Antonio 2 1 45%
" Texatkana Surgery Center : ‘ Texarkana 4 3 © 58%
The Cataract Center of £nst Texas Tyler 2 D 60%
Washington S
Bellingham Ambulatory Sutgery Center Bellingham 3 0 9%
Micmsurgiba.l Spine Center oo T ‘ Puyailup i i 60%
Wiseoasin 7
NovaMed Surgery Center of Madison =" Madison p 0 51%

{1} We do not consolidate this surgical facility for financial reporting purposes.
{2} This surgical facility it liecnsed as a hospital.
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(3) 'We manage this surgical facility, but do not have ownership in the facility.

(4) We hold a 48% non-censoliduting ownership interest in a management service company that provides various management services to this surgical facility. We also
have a management services agreement with the management service company.

(5) 'This facitity is a variable interest entity and is consolidated for financial reporting purposes.

Strategic Relatianships

When atiractive oppertunitics arise, we may develop, acquire or operate surgical facilities through strategic relationships with healthcare systems, payors and other healthcare
providers. We believe that forming a relationship with a healthcare system can enhance our ability to atiract physicians and access managed care contracts far our surgical facilities
in that market.

The strategic relationships through which we own and operate surgicat facilities are govemed by partnership and operating agreements (hat are generally comparable to the
partnership and nperating agreements of the other surgicat fcilitics in which we own an interest. The primary difference between the structure of these strategic relationships and
the other surgical facilities in which we hold ownership is that, in these strategic relationships, a healtheare system holds ownership in the surgical facility, in addition te physician
investors. For a generat descriptian of the terms of our partncrship and operating agreements, see “—Qperations—Surgical Fucility Services Scgment—Surgical Facility
Ownership Structure.” Tn each of these sirategic refationships, we also have entered into 2 management agreement under which we provide day-to-day management scrvices for a
management fee equal o a percentage of the revenues of the surgical facilit. The terms of those management agreements are comparable tn the terms of our management
agreements with other surgical facilities in which we own an interest.

As nf December 31, 2016, we have relationships with eight healtheare systems refating to t2 ASC's. These healtheare systems include:
= Baplist Memorial Health Services, Inc. (“Bapiist Memorial™), for which we manage five surgical facilitics in Memphis, Tennessee and surmounding areas;
= Crozer-Keystone Healih Systems, for which we manage and operate a surgical facility in Havertows, Peansylvanis;
«  Lee Health Ventures, with which we own and operate a surgical facility m F1, Myers, Florida;
+  Munroc Regional Health Systems, with which we own and operate a surgical facility in Ocala, Florida;
= Trinity Health System, with which we own and eperate a surgical facility in Steubenville, Ohio;
= UCLA Heafth, with which we own and operate a surgical facility in Encino, Califomia;
+  Vanderbilt Health Services, Inc., with which we own and opcrate a surgieal facility m Franklin, Tennessee; and
+  Wellmont Health Systems, with which we own and operatc a surgical facility in Bristol, Tenncssce.

We mannge five surgieal facilitics owned by Baplist Memorial under management agreements with Bapiist Memarial in exchange for a manngement foc based an a percentage
of the revenucs of these surgical facilities. The management agreements termiaate in 2019 and may be terminuted earlier by either party for material breach after nutiee and an
opportunity to cure.

Ancillary Services Segment

Our portfolio of outpatient surgical facilities is complemented by our suite of ancillary services, which support our physicians in providing high quality and cost-efficient
patient care. Rather than contracting with third-party providers, we own ancillary businesses inctuding a diagnostic taboratnry, multi-specialty physician practices, urgent care
facilitics, ancsthesia Serviees and specialty phamiacy services. Our Company, physicians and patients bencfit from these services through improved clinical efficiency and
scheduling, and from ineremental revenue and profitability assoeiated with retaining these fees.

+  Diapnostic Loboratery: We offer physicians toxicology testing services through aur diagnostic laboratory, Logan Laboratories ("Logan Labs"}, & wholly-owned
subsidiary of the Company based in Tampa, Florida. Advanced toxicolagy screening provides physicians with the ability 1o identify when u patient is taking too much of
a preseribed substance, when a patient is non-compliant with a preseribed substance or when o patient is taking unpreseribed ur illicit substances. Logan Lahs provides
quantitative confirmation testing of all drugs requested within 24 hours of receipt of a specimen, and resulis are available the fotlowing business day. Certified clinical
chemists provide detailed laboratory reports that summarize and identify inconsisteaties relutiag to test results and a patient's preseribed medications. Testing also ensures
that regular toxicology sereenings are appropriately interpreted, We intend to broaden our dingnestic labozatory offerings in support of the needs af pur physicians across
our cxistiag specialties and new service lines.

+  Multl-Speclolty Physician Praetices: We employ two mndels in connection with our network of physician practices. [n the state of Liluride, where the law does not
preclude a business corporation from employing physicians, we own and operate Tampu Pain Retief Center, 1ac., a wholly-owned subsidiary with several locations
throughout Finrida. In states other than Florida, we operate physician practices pursuant to long-term management service agresments with sepamte professional
corporations that are wholly-owned by physicians. We derive revenues from these practice operations through management fees ancl expense reimbursement as set {orth
in the management services agreements. As of December 31, 2016, we Awned or operated 56 physicion practices with facilifics in nin¢ states. In todal, through our
physician practices, we employed over 100 physicians who focus on 8 number of specialties. We also provide our physician practices with relicl from scheduling, billing
and collections, stalfing, regulatory compliance and other administrative and opcrational activities to allow them 14 focus &n paticnt care.

«  Urgent Core Facllities: Our urgent care facilities primiaily treat injuries o illncsses requiring immediate care, but not serious cnough to require ar emergéncy room visit.
Urgent care centers have become an inereasingly viable altemative for patients us wait times for both primary care and émergency care providers continue to rise, Qur
urgent care facilities fil) an nccess gap by providing walk-in care, especially during evening and weekend hours. In addition to the convenience they provide patients, our




urgent care facilities nlso offer one of the lowest cost settings for both patients gnd payors. As the demands on primary care providers increase and insuronce coverage
expands, the urgent carc induslry is expected to continue growing. As of December 31, 2016, we owned and operated scven urgent care facilities in proximity to our
surgical hospitals. Our urgent care facilities provide support and additional access points 10 our surgical hospitals.

+  Specialty Pharmacy Services: Cur specialty pharmacy service tine sipports our physicians and provides expansion opportunities across multiple specinities within our
delivery system, including G, generad surgery, ophthalmology, nrthapedic and pain management speciatties, Our specialty pharmincy service line allows us 1o maintain
controd of quality and compliance with treatment programs. To ensure a high standard of care and appropriately expand these offerings, we have hired experienced
pharmacisis to supervise operations of our specialty pharmacy serviee offerings, which include compounding 1o meet the unique needs of our patients and distribution of
these complex medications. Our specialty pharmacy service line affords us the ability 1 expand services across new specialiies, such as infusion therapy and sterile
producis and support future growth into new serviee lines.

Optical Services Segment

We offer group discounts and pricing structures for optical and medical products 1o independent eye carc professionals tirough our wholly-owned subsidiary, The Alliance
Product Purchasing Organization ("The Alliance”).

Our wholly-swned oplometric practice, Family Vision Care, provides full spectrum vision eare to patients, including eye exams and vision testing, and offers un extensive
coltection of prescription eye wear. We provide operations oversight through ongoing managemcnt, finance, product and marketing support. We share in the primary goal of
cnsuring the highest level of parient care while maintaining costs and growing practice revenue and income.

Our wholly-owned subsidiary, Optical Synergics, was founded in 1995 as a buying proup for independent optical laboratories whose common goal is to bring quality cyc
wear and related services to the ophthalmic industry, Member lzboratorics are provided with a foram for the exchange of information and ideas; this is accomplished through
supplier sponsored sales promotions, networking opporfunities within the group, end an annual educational conference. with the combined purchasing power of the group,
members receive cost savings from Optical Synergies supplicrs, thus increasing their competiveness in the marketplace.

With locations in Indianola, 1A and Chicago, IL, our wholly-owned, full-scrvice wholesale optical leboratories, Midwest Labs. have served eye care professionals for over 35
years. Our exiensive lens inventory allows us (o process all major lens products, whether digitally or traditionally processed, with quick turnaround. To ensure the highest quality of
finished produets, we continuc ta invest in the latest equipment and technology.

Acquisitions and Developments
Inthe fast five years we completed acquisitions of NavaMed, Inc. and Symbion, hoth of which materially expunded our network of cxisting facilities and ancillary services.

We continunusly evaluate opportnities to expand our presenee in the surgical facility market by making strategic acquisitions of existing surgical fucilities and by developing
new surgical fcilities in conperation with loeal physician partners and, when approprinte, with healthcare systems and other strategic pariners. We have the flexibility to structure
our partnerships as two-way arrangeiments where either we are a majority owner partncred with physicians or we are 2 minority owner with buy-up rights. These buy-up rights give
us the option fo own a controliing intcrest at some point in the future. Alternatively, we may choose to pussue 2 three-way arrangement with physicians and a healthcare system.

Acquisition Program. We cmplay a dedieated acquisition team with cxperienee in healthcarc scrvices. Our team sceks to acquire surgical facilitics that meet our eriteria,
ingluding promincnee and quality of physician partners. specialty mix, opportunities for growth, level of competition in the local market, level of managed carc penetration and our
ability 10 access managed carc organization contracts. Our team ulilizes its extensive industry contacts, as well as referrals from current physician parmers and other sources, ©
identify, contact and develop potential acquisition candidates.

We believe there are numerous acquisition opportunities that would pass our general screening criteria. We carefully evaluate each of our acquisition opportunities through an
exlensive due diligence process to determine which faciliiies have the greatest potential for grow th and profitability improvements under our operating structure. In many cases, the
acquisition 1eam identifics specific opportunities to enhance a facility’s productivity post-aequisition. For example, we may renovaie or consiruc additional opcrating or treatment
rooms in existing facilites to meet anticipated demand for procedures based on an analysis of local markct characteristics. Qur fcam may also entify opportunitics 1o aftract
additional physicians to increase the aequired facility’s revenues and profitability.

Development Program. We develop swrgical ucilities in markets in which we identily substantial interest by physiciuws and payors. We have ¢xperience in developing both
single and multi-specialty surgical facilities. When we devetop a new surpical facility, we generally provide all of the scrvices necessary to complete the project. We offer in-house
capabilivies for strucuring partnerships and financing facilities and work with architects and construction fiems in the design and development of surgical facilities. Before and
during the development phase of 8 new surgical facility, we anatyze the compeitive environment i the local market, review markel dala to identify appropriatc scrvices 10 provide,
prepare and analyze financial forceasts, eveluate regulatery and licensing issues and assist in designing the surgical facility and identifying appropriate equipment to purchase or
lease. Afier the surgics! facility is developed, we generally provide starmp operational support, including information systems, equipment procurement and financing.

Information Systems and Contrals
Each of our surgical facilities uses a financial reporting system that provides information to our corporate office to track financial performance on a timely basis, [n addition,

each of our surgical facilities uses an operating system to manage its business that provides eritical support in areas such as scheduling, billing and collection, accounts receivable
managemeni, purchaging and other essential operational functions.




We have implemented systemns to support oll of our surgical facilides and 10 enable us to mere easily access information about our surgical facilitics on a timely basis.

The Amnerican Recovery and Reinvestment Aet of 2009 (the "ARRA") provides for Medicare and Medicaid incentive payments for eligible hospitals and professionals thal
implement and achicve meaningful use of certified Electronic Health Records ("EHRT) technology. Our surgical hospitals have implemented systems to comply with the EHR
meaniogful use requircents of the Health Information Technology for Economic and Clinical Health Act (the “HITECH Act™) in time to qualify for the maximum available
incentive payments, Compliance with the meaningful use requirements has and will continue to result iy significant costs including business process changes, professional services
foeused on successfitlly designing and implementing EHR solutions along with costs associated with the hardware and software components of the project.

We caleulate net tevenues through a combination of manual and system generoted processes. Qur operating systems include insuranee modules thnt aflaw us to establish
profiles of insurance plans and their respective payment rates. The systems then match the charges with the insurance plan rates and compute o contractunl odjustment estimate for
each patient account. We then manually review the reasonablentess of the systems” contraciual adjustment estimate using the insurance profiles. This estimate is adjusted, if necded,
when the insurance payment is received and posted to the account, Net revenues are compuied and reported by the sysicms 5 a result of this activity.

1t is our policy to collect co-payments and deductibles prior to providing services. It is alse our policy to verify a patient's insuranee 72 hours prior to the patient’s
procedure. Because our services are primarily non-emergency, eur surgical facilitics have the ability to control these proeesses. We do not track exceptians to these policies, but we
believe that they occur infrequently and involve ingignificant amounts. When exeeptions do ocour, we require patients whnse insurance coverage is not verified to assume full
responsibility for the fecs prior to services being rendered, and we seek proimpt payment of co-payments and deductibles and verificatian of insurance following the procedure.

Ciaims are submitted electronically if the payor accepts electranic claims. We use ¢learinghouses for electronic elaims, which then forward the elaims tn the respective
payors. Paymenis are manually input to the respective paticnt accotmnts.

We have developed propriclary measurement foals o track key operating statistics at each of our surgical [aeilities by integrating data from our loeal operating systems and our
finaneial reporting systems. Management uscs these tools to measure operating resulis against tacget thresholds and to identify, monitor and ndjust areas such as specialty mix,
staffing, operating costs, employee expenses and accounts receivable management. Our eomorate and facility-level management teams are compensated in part using performance-
based incentives focused on revenue growth and improving operating inceme.

Marketing

We primarily direct our sales and marketing efforts at physicians who would utilize our surgical lacilities, Marketing activities dirceted at physicians and other healthcare
providers are coordinated locally by the individual surgical facility and are supplemcnted by dedieated corporate personnel. These activiies gencrally emphnsize the benefits offered
by our surgical facilitics compared fo other facilities in the market, such as the proximity of our surgical facilitics to physicians’ offices, the ability to schedule consecutive cases
without preemption by inpatiemt or emergency procedures, the effieient wumatound time between cases, our advanced surgical equipment and our simplified administrative
procedures. Allhough the facility administrator is the primary point of contact, physicians who ubilize our surgical facilities are important sources of reoommendations to olher
physicians rcgarding the benefils of using our surgical facilitics. Recruiting teams develop a target list of physicians, and we continually review our progress in successfully
recruiting additional local physicians.

We nlso market our surgieal facilities directly to payors, such as heallh maintenance organizations ("HMOs™), preferred provider nrganizatinns ("PPOs"™), and niher managed
carc organizations and cmployers. Payor marketing activitics conducied by our corporate office management and faeility adiministrators emphnsize the high quatity of care, cost
advantages and convenience of our surgical facilities, and are focused on making cach surgical facility an approved provider under Jocal managed care plans.

Competition

In each market in which we operate a surgical facility, we compete with hospitals and operatncs of other surgical facilities to atract physicians and patients. We belicve that the
competitive factors that affact our surgieal facilities” ability to compete lor physicians are convenience of location of the surgical facilitics, access to eapital and pnrticipation in
managed carc programs. in addition, we believe the national prominence, scale and repuiation of our colpany are instrumentat in attraeting physicians. We believe that our surgieal
facilitics attract pafients based upon our quality of care, the specialies and reputations of the physicians who operate in our surgical facilifies, participation ia managed care
programs, eas¢ of access and convenient scheduling and registration procedures.

In developing or nequiring existing surgical facilities, we compete with other public and private surgical facility and hospital eompanies. Several arge national companies own
andfor manage surgical facilities. in some cases in connection with other lines of business with which we do not compete, including HCA  Holdings, Inc., Surgical Care
Affiliates, Inc.. Envision Healthcare Corporation and Tenet Healthcare Corporation. We also face competition Itom focal hospitals. physicians and other providers who may
compete wilh us in the ownership and operation of surgical facilities, as well as the trend of physieians choosing to perform procedures in an office-based setting rather than in a
surgical facility.

Scasonality

Our net revenue fluctuates based on the number of business days in each calendar quarter, because the mujority of services provided by physicians in our surgical facilitics
consist of seheduled procedures and office visis that oceur during business hours. Revenue in the fourth quarter could aiso be impaeted hy an increased uiilization of serviees dug
to annusal deductihles which are not usually met until later in the year and ulso as patients utilize their healthcare benefits before they expire ot year-cnd.




Employces

At Deceniber 31, 2016, we had approximately 6,000 employees, including approximately 4.000 full-time employees. None of our employees are represented by a collective
bargaioing agrecinent. We believe that we have a good relationship with our cmployees.

Environmental

We are subject to various federal, stte and local laws and regulations relating to the protection of the environment and human health and safety, including those governing the
management and disposal of hazardous substances and wastes, the cleanup of contaminated sites and the maintenance of a safe workplace. Our operations inelude the use,
gencrafion and disposal of hazardous materials. We may, in the future, incur ligbility under environmental stamutes and regulations with respeet to contamination of sites we own or
operale (including comamination caused by prior owners or gperators of such sites, adjoining properties or ather persons) and the off-site disposal of hazardous substances. We
believe that we have been and are in substantial compliance with the terms of all applicable cnvironmental Taws and regulutions and that we have no liabilities under environmental
requircments that we would expeet fo have a material adverse effect on nue hasiness, results of operations or financial conditien (including our capital expendifures, eamings and

compelitive position),
Insurance

We mnaintain liability insurance in amounts that we believe are appropriate for our operations, Currently, we maintain professional liability insurance that provides coverage on
a claims-made basis of $1.0 milkion per oecurrence with a refention of $100,000 per occurrence and $3.0 million in annual aggregate coverage per surgienl facility, including the
facility and employed staff. We maintain general liability insurance that provides coverage on an occurrence basis of $1.0 millien per nccurrence with o retention of $25,000 per
occurrence and $3.0 million in annual aggregate coverage per surgical facility. We also maintain business interruption insurance and property disnage insurance, Coverage under
certain of these policies is conyingent upon the policy being in effect when a claim is made regardless of when the events which caused the elaim occurred. The cost and availability
of such coverage has varied widely in recent years.

In addition, physicians who pravide professional services in our surpical farilities are required to maintain separate malpractice coverage with similar minimuny coverage
limits. While we belicve that our insurance policies are adequate in amouni and coverage for our anticipated operations, we cannot assure you that the insurance coverage 18
sufficient to cover all future claims or will eontinue to be available in adequate amounts or at a reasonable cost.

Sources af Revenue - Surgleal Facilities

Revenue from our surgical facilities is obtained from facility fees related to healthcare services performed in our suegical facilities and is included in our patient scrvice
revenues, whieh accournted for 98.2%, 98.0%, and 96.2% of our towl revenue for the years ended December 31, 2016, 2015 and 2014, respectively. Morc detailed financial
information nbout oar surgical foeilitics scgment can be found in ltem 8, *“Financia) Statements and Supplementary Data™ mcluded elsewhere in this report.

The fee charged for surgical services varies depending on the type of service provided, but usually includes all charges for usage of an operating room, a recovery room,
special equipment, supplies, nursing staff and medications. Our fees do noi typically include professional fees chasgied by the patient's surgeon, anesthesiologist or other attending
physician, which are billed dircetly by such physicians to the patient or fhird-party payor We recognize our facility fecs on the dawe of service, net of estimated contractunl
adjustments and discounts for third-party payors, including Medicare and Medienid. Any changes in estimated contractual adjustments and discounts are recorded in the perind of

change.

We are dependent upon private and government third-party sources of payment for the surgical services we provide. The amounts that our surgical facilitics reccive in payment
for their services may be adversely affected by market and cost factors as well as other factors over which we have no control, including Medicare, Medicaid and state regulations as
well as cost containment and ugilization deeisions and Teduced reimbursement schedules of third-party payors. Approximately 40%, 38% and 35% of nur patient SEIViCe TeVenues
were from government sources, mostly Medicare, for the years ended December 31, 2016, 2015 and 2014, respectively.

I'he following table sets forth the percentage of our total patient service revenues for our consolidated surgical facilities by rype of payor for the periods indicated:

Year Ended Deeember 31,
2016 2015 2014
‘Private Insurance S 51% 55% 52%
Governenent o 7 40% 38% 35%
'Self-pay ' S 2% 2% 3%
Other ] % 5% 10%
' 100% 100% 100%

Total patieat service revenues

We receive reimbursement from Medicare for surgical services based on three different payment systems depending on the site of scrvice: owpatient hospital surgical services,
hospital inputient surgicul serviees and outpatient surgical services provided in our ASCs.

Medicare Reimbursement - Hospital Quipatient Depariments

Surgical services that are provided in hospital outpatien! departments (“HOPDS™) are gencrally reiinbursed by Medicare on the Quipatient Prospective Payment System (the
“OPPS™). The OPPS is n systern established by the Secretary of the Deparrment of Heaith and Human Services ("HHS”) that deternyines payment amouns prospectively for
various categorics of medical services performed in HOPDs. On November 14,




2016, CMS published its QPPS final Tule for CY 2017, Among other things, the Tinal rule provides for a payment rate increasc of 1.65%, The rate increase is hased on a hospital
warket basket increase of 2.7%, which is reduced by a multi-factor produetivity adjustment of 0.3% and an additional 0.75% reduction required by the Patient Protection and
Affordable Care Act {the “Affordable Care Act”) and the Health Care and Education Reconciliation Act of 2010 (together with the Affordable Care Act, the “Healtheare Reform
Acis™). Haspilals that do not meet the reporting roquirements of the Medicare Heospital Outpatient Quality Reporting Program will be subject to an additional 2.0% payment rate

decrease

Beginning in CY 2017, CMS is also implementing Section 603 of the Bipartisan Budget Act of 2015. Under this section, certain of ~eampus HOPDs that began billing under
the OPPS (or underwent certain changes) on or after November 2, 2015 will no Jonger be paid for most services under the OPPS. Instead, beginning January |, 2017, these
facilities will be paid under the Medicare Physician Fee Schedule (“MPFS™), which will typicaily result in lower reimbursements. Services provided in a dedicaled emergency
department will continue to be paid under the OPPS. We do not expect this change to impact ecimbursement 1o any of our HOPDs, bui we cannot assure you that our HOPDs will
not be impacted in the fature,

Medicare Reimbursement - ASCs

Payments under the Medicare program to ASCs are also made based on the OPPS. However, the payment received from the Medicare program by an ASC is a pereentage of
the payment to HOPDss, Reimbursement rates for ASCs are updated annually based on changes in the consumer price index offset by multifacior productivity adjustments. In 2016,
ASC reimbursement rutes increased by 0.3% and, bused on the OPPS Final Rule, will increase by an additional +.9% for 2017. CMS has established the Ambulatory Surgical
Center Quality Reperting (“"ASCQR™") Progmm as a pay- for-reporting, quality data program, Our ASCs that participate in the ASCQR Program receive the full annusl update to the
ASC payment rate. Those ASCs that do not success fully report quality data under the ASCQR Program may receive a payment reduetion.

Medicare Reimbursement - Hospital Inpatient Services

Five of our sufgical facilities are licensed as hospitals. Most inpatient services provided by hospitals are reimbursed by Medicare under the inpatient prospective payment
system (“IPPS"). Under the IPPS, 2 hospital receives a fixed amount for inpatient hospital serviees based on each palient's final assigned Medieare-ceverity dingnosis related group
(“MS-DRG™). Each M5-DRG is assigned a payment rate that is prospectively set using national average resourecs used per case for ireating a patient with a pariicular diagnosis.
This MS-DRG assignment atso affects the prospectively determined capitat rate paid with each MS-DRG. MS-DRG and capital payments arc adjusted by a predetermined
geographie adjustment factor assigned to the peographie arca in which the hospital is locared. The index used to adjust the MS-DRG rates, knewn as the “hospital market basket
index,” gives consideration to the inflation experienced by hospitals in purchasing goods and serviees.

On Augusl 22, 2016, CMS published the [PPS final rule for federal fscal year (“FFY™) 2017, which began on October 1, 2006, Under the FFY 2017 final rule, rates for
inpatient stays in hospitals paid under the IPPS that successfully report certain quality data under the Hospital 1npatient Quality Reporting ("IQR™) Program and demonstrate
meaningfir! use of certified electronic health record technology will be increased by 0.95%. Those hospitals that da not successfully report quality data under the IQR Program may
teceive a payment rate increase of only 0.275%. In addition to the QR Program, hospitals will be subject to payment adjustmenis under the Value Based Purchasing Program,
Readmissions Reduction Program and Hospital Acquired Conditions Reductian Programs that have been implemented by HHS.

Annital Cost Reports

Hospitals participating in he Medicarc and some Medicaid programs, whether paid on a reasonable cost basis or under a prospective payment system, are required to meet
certain finnncial reporting requirements. Federal and, wherc applicable, state regulations requirc submission of annual cost reports identifying medical eosts and expenses associaled
with the services provided by each hospital to Medicare bencficiaries and Medicaid recipients, Annual cost reports required under the Medicare and some Medicaid programs are
subject to routine govemmentat audits. These audits may result in adjustments to the amounts ultimately determined to be payable to us under these reimbursement programs,
Finalization of these audits often takes several years. Providers may appeat any final determination made in connection with an audit.

Sources of Revenue - Anciliary and Optieal Services

Our ancillary services segment derives revenue from the provision of physician services and laboratory services. The fees charged for ancillary and optical services depend on
the type of service provided, the Incation in which the scrviee is provider and the provider of Ihe service. Ancitlary and optical scrviees Tees arc received from both private and
governme nt third-party sources of payment. The amounts that we reccive in payment for the provision of ancillary and optical serviees may be adversely affected by market and cost
factors as well as oiher factors over which we have no control, including Medieare, Medicaid and state regulations as wel! as cost containment and utilization decisioos and reduced
reimbursement sehedules of third-party payors. More detailed financial information about our ancillary and optical services segments can be found in ltem &. “Financisl Statements
and Supplementary Data” included elsewhere in this report,

Our ancillary services revenue primarity consists of fee for service revenue that is derived principally from the provision of physician and labormiory services 1o patients of our
surgieal Tacilities. Medicare pays for pbysician services based upon the MPFS. Payment rates under the MPFS are determined based an (i) refative valuc units for the services
provided, (ii) a geograpbic adjusiment factor and (iif) a conversion factor. Payment rates under the MPFS are updated annually by HHS, The primary element in each year’s update
eateulation is the Medicare Economic Index (“ME!™), which is a measure of the inflation of the cost of operating a physician practice, The update is then adjusted in conformity with
the Medicare Access and CHIP Reauthorizatian Act of 2015 (“MACRA™), which was enacted in Aprit 2015. MACRA established a fixed 0.5% annual adjustment through
calendar year 2018. Beginning in 2019, Medicarc compensation to physicians and physician practives will be subject to adjustment under the Merit-Bused Incentive Payment
System (“MIPS"}. Under MIPS, physicians will be assigned a composite performance score based on measures of qualily, resourec use, meaning (ul use of electronic heallh
records, and clinieal practice improvement activities. A threshold performance seore will be set annually by CMS at the mean or median of alt eomposite scores for a prior annual
performanee period. Perfomunce exceeding the threshold will resuli in a positive adjustment, performanee below
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the threshold will result in a negntive adjustment, and perfarmance at the threshold will result in no adjustment. Physicians who participate in certain altemative payment models,
such as accountable carc organizations, will be guaraniced a positive payment adjustment under MACRA. The cffect of the payment methodology changes under MACRA on our

physician practices cannot be predicted.

Certain of our laboratory ancillary services are reimbursed by Medicare uoder the Medicare Clinical Laboratory Fee Schedule ("CLFS™). Under a June 23, 2016 final rule that
implements the Protecting Access to Medicare Actof 2004 (“PAMA”), as of January 1, 2018 the CLFS payment methodology will be adjusted so that payment amounts for
laboratory tests on the CLTS will be determined by caleulating a weighted median of private payor rates using reported private payer rates and associated volume (number of tesis).
For tests that were paid on the CLIS prior to the implementation af PAMA., any reduction in payment amount will be phased in over the first 6 years of payment under the new

system.

Private Third-Party Payors

Most third-party payors reimburse us for surgical and ancillary services pursuant to a writicn conteact. These contracts generally require that we offer discounts from our
established charges. Some of our payments eonte from third-party payors with which we do not have written contracts. In those situations, commonly known as “ocut-of-network”™
services, we generally charge the patients the same co-payment or other patient responsibility amounts thai we would have charged had we had a contract with the third-party payor.
We also submil a claim for the services (o the third-party payor along with full disclosure that we have charged the patient an in-network patient respnnsibility amount.

Governmental Regulation

Feneral

The healthcare industry is highly regulated, and we cannot provide any assurance that the regulatory environment in which we operate will not significantly change in the future
or that we will be able to successfully address any such changes.

Every state imposes licensing requirements on individual physicians and healtheare facilitics. In addition, federal and state laws regulate HMOs and other managed care
orgunizations. Many states require regulatory approval, including Heensure and accreditation, and io some cases, certificates of necd, before establishing certain types of healthcare
facilities, including surpical hospitals and ASCs, offering certain services, including the services we offer, or making expenditures in excess of certain amounts for heafthcare
equipment, facilities or programs. Our ability to operate profitahly will depend in part upon our surgical facilities oblaining and nuintaining all necessary licenses, accreditation,
certificates af need and other npprovals and operating in compliance with applicable healtheare regulations. Failure to do s8 could have a material adverse effect on our business.

Our surgical facilities are subject to federal, state and local laws dealing with issues such as oceupational safety, employment, medical leave, insurance regulations, eivil rights,
discriminafinn, building codes and medical waste and other environmental issues. Federal, state and Incal govemments arc expanding the regulatory requirements on businesses like
nurs. The imposition of these regulatory requirements may have the effect of increasing operating costs and reducing the profitability of our operations.

We believe that hospital, outpatient surgery, physician, laboratory and other diagnostic nnd healthcare services will continue to he suhjec to intensc regulation at the federal and
state levels, We are unable to predict whal additional govemment regulations, if any, sffecting our business may be enacted in the future or how existing nr future laws and
regulations might be interpreted. If we, or any of our surgical facilities, fail to comply with applicable laws, it might hove # material adverse effect on our business.

Certificates af Need and Licensutre

Capital expenditurcs for the construction of new healthcare fucilities, the addition of beds or new healtheare services or the acquisition of existing healtheare facilities may be
revicwabte by stat regulators under statutory schemes thai arc sometimes referred ta as certificate of need laws. States with certificate af need laws place limits on the construction
and acquisiion of healthcare facilitics and the expansion of existing fecilitics and services. In these stales, approvals, gencrally knnwn as certificates of need, are required for capital
expenditures exceeding ceriain preset monetary thresholds for the development, acquisition and/or expansion of certain facilities or services, including surgical facilities. We have a
concentration of surgical facilitics in certificate of nesd states as we believe the regulations present a competilive advantage 10 existing operators.

Our henltheare facilities also are subject o state licensing requirements for medical providers. Our ASC facilities have licenses fo operate in the stues in which they operate and
must meet all applicuble requirements for ASCs. Tn addition, even though our surgienl facilities that are ficensed as hospitals primarily provide surgical services, they mustneet atl
applicable requirements far genentl hospital licensure, To assure continued eoinpliance with these regulations, governmental und other authorities periodically inspect our surgical
facilifies. The failure to comply with these regulations coudd result in the suspension or revacation of n faeility's license. In addition, based on the speeific aperations of our surgical
Facilities, some of these facilities maintain a pharmaey lieense, 8 controlled substance registration, a clinical Iahoratary certification waiver, and environmental protection permits for
biohazards and/or radiausetive materials, as required by applicahte law.

Healthcare Reform

The A flordable Care Ac1 has been subject to 1 number of challenges to its constitutionality. On June 28, 2012, the United States Supreme Court upheld challenges to the
constitutianality of the “individun! mandate” provision, which generally requires all individuals lo purehase healthcare insurance or pay 8 penalty. but struck down as
uneonstitutional the provision that wnuld have allowed the federal gnvernment to revnke all federal Medicaid funding 1o any state that did not expund its Medicaid program. As a
result, many statcs have refused to extend Medicaid cligibility to more individuals as envisioned by the law.
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On June 25, 2015, the United States Supreme Court upheld the legality of premium subsidies made available by the federal government to individuals residing in the 36 states
that have federally-run health insurance exchanges. The subsidics are provided to low-income individuals to assist with the cost of purchasing heaith insurance through federally-
fun health insurance exchanges, Other legal challenges to the Affordable Care Act are pending.

Initiatives 1o repeal the A fordable Care Act, in whole or in part, to delay clements of implesnensation or funding, und (o ofTer amendments of supplements 1o modify its
provisions have been persistent and may increase as a result of the 2016 clection. The vifimate outcomes of legislative attempts to repeal or amend the Affordable Care Act and legal
chatlenges to the Affordable Carc Act arc unknown. Results of recent Congressiomal clections and the change of Presidential administrations beginning in 2017 could creatc a
political enviroament in which substantial portions of the Affordable Care Act are repealed of revised. Spocifically, President Donald Trump's 100 Day Action Plan calls for full
repeal of the Alfordable Care Actand its replacement with health suvings accounts, cross-states sules of health insurance, und modifications to slaic-manaped Medicaid programs.
Nevertheless, prospects for rapid enactment of radical change in the health care regulatory landscape are not clear, and President Trump has indicated that certain provisions of the
Affordable Crre Aci, such a5 provisions restraining the ability of insurers to deny or limit coverage based on pre-existing conditions or mandating that parents have the abikty 10
extend insurance coverape 10 their children untd they turn 26, should be preserved. On March §, 2017, Republican leadership in the House of Representatives introduced legislation
that would repesl substantial portions of the Affordable Care Act, including the individual mandate. The legislatioa would eliminate health care exchanges and would reprlace mcans-
tested insurance premiumn subsidies with age-adjusted tax credits. The legisiation would alsg Yimit lederal funding avatlable for the A ffordable Care Act's Medicaid expansion and
transition federnl Medicsid funding to a per-capita cap basis by 2020. bt vemains unclear what portions of the Aflordable Care Act may remain, or what any replacement nr
allemative programs may he created by any future legislation. Any such fulure repeat or replacement may huve significant impact on the reimburscment for healthcare services
generally, and may create reimbursement for services competing, with the services offered by the Company. Aceordingly, there can be no assurance that the adeption of any Tuture
federal or state healtheare reform legislation will not have a negative finaneial impact on the Company.

Mareover, mher legislative ehanges have also been proposed and adopted since the Affordable Care Act was enacted. On August 2, 2011, the Budget Cnatrol Aet of 2011,
among other things, ereated measures for spending reductions by Congress. A Joint Select Committes on Deficit Reduction, tasked with recommending a targeted deficit reduction
of at least $1.2 triltion for the years 2013 through 2021, was unable to reach required poals, thereby triggering the legislation’s automatic reduction to several govemnient programs.
This included apgregate reductions to Medicare payments to providers of 2% per fiseal year, which went iato effect on April 1, 2013 and. due to subsequent legislative
amendments, will remain in effect through 2025 unless additional Congressional action is taken. On January 2, 2013, President Obama signed mto law the American Taxpayer
Reliel’ Act of 2012, which, umong other things. further sedueed Medicare payments 1o several providers, including hospiials, and increased the stawte of limitations period for the
govemment to recover averpayments to providers from three to five years. These and nther similar new Jaws may result in additiona reductions in Medicare and other heotih care
fundiag, which could have a material adverse effect on our financial operations.

Medicare and Medicaid Private Contractor Audits

CMS has implemented a number of prograrms that use private contractors that cantrnet with CMS to identify averpayments and underpayrments and other potential sources of
billing fraud. These contractors, known as Recovery Audii Contractors (“*RACs”) and Zone Program Integrity Contractors (“ZPICs™) conduct both post-payment aad pre-payment
review of claims suhmitted hy Medigare providers. In addition, CM S employs Medicaid Integrity Coatractors ("MICs™) tn perform post-payment audits of Medicaid ¢laims and
ideatify overpayments. Our facilities and providers coatinue to receive letiers from auditors such as RACs and ZP1Cs requesting repayinent of alleged overpayments for services
and incur expenses associaied with responding 10 and appealiag these determinations, as well as the costs of repaying any overpaymeais. Morcover, in recent years, the inerease in
Medicare paymem appeals hias created a backlog such that resolving appenis often takes multiple years.

For instance, we recently received the results of 2 MIC audit that resulted in an overpayment obligation. HMS Federal Selutions, a MIC, completed the sudit o ane of our
surgical hospitals for the period July 1. 2009 through May 31, 2012 and determined ait overpayment ohligation in the omount of approx imately $4.6 mitlion based on its
extrapolation of a statistica) samplingz of ciaims, as well as a civil monetary penalty in the amount 6f$162,000, for a total ancunt owed to 1daho's Department of Health and
Welfare, Medicnit Pragram [ntegrity Unit of approximately $4.7 million for failure to comply with Medicaid rules by billing for (i) non-covered services, (ii) services provided by
non-cligible providers, (iii) services not provided and {iv) unauthorized scrvices. We have appealed the auditand are currently awaiting the result.

Although al oiher repayments requested to date as a result of RAC, MIC and ZPIC audits have not beea material 10 our Company, we are uanble to quantify the aggregate
financial impaci nf these autits on our fucilities given the pending appeals and uncertainty about the extent of finure uudits.

Quality Improvement

The Medicare program presently requires hospitals and ASCs to repont performasice data on a variety of quality metrics. Faeilitics that Fail o report are penalized with reduced
Medicare payments. Additionally, payments to hospitals are adjusted based oa the hospial’s perlarmance on these quality measures. A substantial pertion ol hospital payment is at
risk depending on its individual performance relafive to benchimarks and other hospils’ performaace. There is a substantial risk that our Medicare payments conld be reduced if our
hespitals fail to perform adequately on these measures. Additionally, there is a risk that Medicare payments could be reduced if our facilities-hospitals and A SCs-fail to adequate
report data as required by CMS, ASC paymenis are not yet adjusted bascd on performance against quality measurcs, but there is a substantial risk that Coagress may sona link
ASC Medicarc payments to actual performance, in addition to reporting.

If the public performance data becornes a primary factor in determining where patients choose fo receive care, and il competing hospitals and ASCs have better resulls than our
facilities on those measures, we would cxpect that our patient volumes could decline.




Medicare and Medicaid Participation

The majority of our revenue is expected fo continue to be received from third-party payors, including federal and state programs, such as Medicare and Medicaid, and
commereial paynrs. To participate in the Medicare program and receive Medicare payment, our surgical facilities must comply with regulations promulgated by the Department nf
Health and Human Services (*HHS"). Among other things, these regulations, known as “conditions for coverage™ or “conditions of partieipation,” impose numerous requirements
on our facilitics, their equipment, their personnél and their standards of medical care, as well as compliance with afl applicable state and Jocal laws and regulations. On April 26,
2007, CMS issucd a policy memorandum that reaffirmed its prior interprelation of its conditions of participation that all haspitals (ather than critical aecess hospitals) participating in
the Medicare program are required to provide basic emergeney care inferventions regardless of whether ar not the hospital maintains an cimergeney department. Our five facilities
licensed ns hospilals are required to meet this requirement to maintain their participating provider status in the Medicare prngram. As of December 31, 2016, two nf our hospials,
which do no1 have an emergeney room, mainiain a protocot for the transfer of patients requiring cmergeney treatment, which protocol may be interpreted as inconsistent with the
2007 CM$ policy memorandum. Our surgical facilities must also satisfy the conditions of participation to be eligible to partieipatc in the various state Medicaid programs. The
requirements for certification under Medicars and Medicaid are subject to change and, in order to remain qualified for these programs, we may have to make ehanges from time n
time in our fucilities, equipment, personnel or serviees. Although we intend to continue to participate in these reimbursement programs, we einnot assure you that our surgical

factlities will continue 1o qualify for participation.

The A flordshle Care Act and its implementing regulations require a hospital to provide wriiten disclosure of physician ownership interests (o the hospital’s patienis and on the
hospital's website and in any advertising, along with annual reports to the govemment detailing sueh interesis. Additionally. hospials that do not have 24/7 physician covernge are
required to inform patients of this fact and receive signed acknowledgment from the patients of the disclosure. A hospital’s provider agtoement may be terminated if it fails to
pravide the required notices. In 2010, CMS issued & “self-referral disclosure protocol” for hospitals and other providers tha wish (o self-disclose potemial violations of the Stark
Law to CMS and to attempt to resolve those potential violations and any related overpayment liabilities at levels below the maximum penahies and amounts set forth in the statute,
The disclosurc requirements set forth in the Affordable Care Act and the self-referral diselosure protocol reflect a move towards increasing government scrutiny of the financial
relationships between hospitals and referring physicians and increasing diselosure of potential violations of the Stark Law to the govemment by hospitals and other healthcare
providers. W intend for all of our facilities to meet their diselosure obligations.

Survey and Acereditation

Hospitals and healtheare faeilifics are subjeet to periodic inspoction by federal, state and local authorities to detcnnine their compliance with applicable regulations and
requirements necessary for licensing, certification and accreditation. Al of aur hospitals and surgical facilities currently are licensed uoder appropriate state laws and are qualified to
participate in the Medicare and Medicaid programs. Renewal and confinuation of ccrtain of these licenses, certifieations and accreditations are hased on inspectinns or other reviews
generally conducted in the normal course of busioess of health facifitics. Loss of, or [imitations imposed on, ficenses ot accreditations could reduce a facility’s utilization or revenue,
ot its ability to apcrate all nr a partinn: of its faeilities.

Utilization Review

Federul Iaw contains numerous provisions designed to ensure that services rendered by hospitals to Medicare and Medicaid patients mect professionally recognized standards
and arc medically necessacy and that efaims for reimburscment are properly filed. These provisions include a requircmnent that a sampling of admissions of Mcdicare and M edicaid
paiients must be reviewed by quality improvement organizations, which review the appropriateness of Medicare and Medicaid patient admissions and diseharges, the quality of care
provided, the validity of MS-DRG elnssifications and the approprinteness of cases of extraordinary length of stay or cost. Quality improvement organizations may deny payment for
services provided or assess fines and also have the authority to recommend to HHS thut a provider which is in substantial ooncompliance with the standards of the quality
bmprovement nrganization be excluded from participation io the Medicare program. Utilization review i also a requirement of most non-govemmental managed care organizations.

Federal Anti-Kickback Siatute and Medicare Fraud and Abuse Laws

The Socinl Security Act includes provisions nddressing false stniements, illegal reowmneration and other instances of fraud and abuse in federal health care programs. These
provisions include the staute commonly known as the federn) Aoti-Kickback statute (the “Anti-Kickbock Sintute™). The Anti-Kickback Statuic prohibite providers and others from,
among other things. soliciting, receiving, offering or paying, direcity ot indirectly, any remuneration in retum for either making a referral for, er ordering or arranging for, or
recommending the order of, any item or service covered by a federal healthcare program, ineluding, but not limited to, the Medicare and Medicaid programs. Violations of the Anti-
Kickback Statute ure critninal offenses punishable by imprisonment and fines of up to $25,000 for each violation. Civil violations are punishable by fines of up to $50,000 for each
violation, o well as damages of up 10 three limes the total amount of remunerstion received from the govemment for healtheare claims.

Because physician-investors in our surgical fucilities are in 2 position 1o generate referrals to the facilities, the distribution of available cash tn those investors could come under
serutiny under the Anti-K ickback Statute, Some eourts have held thot the Anti-Kickbaek Statute is violated if one purpose (as opposed to a primary or the sole purpose} of a
payment tn a privider #s 10 induce referrals. Further, Section 6402(f)(2) of the A ffordable Carc Act amends the Anti-Kiekback Statute by adding a provision 1o clarify that a person
need not have actual koowledge of such section or specific intent to commit a violation of the Anti-Kiekback Statute. Because nonc of these eases invoelved a joint venture sueh as
thase owning and operating our surgical facilifies, it is oot clear how a court would apply these holdings to our activities. It is clear, however, that a physician’s investment income
from a surgical facility may not vary with the mumber of his or her referrals w the surgical facility, and we believe that we comply with this prehibition.

Under regulations issued by the OIG, eertain categories of activities are deemed not 1o violale the Anti-Kickback Statuie (commonly referred to es the safe hnrbors). According
to the preamhile to these safe harbor regulatioos, the failure of a particular business arrangement to
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commply with the regulations does not determine whether the arrangement violates the Anti-K ickback Statute. The safe harbor regulations do not make conduct illegal, but instead
outhine standards that, if complicd with, protect conduct that might otherwise be decmed in violation of the Anti-Kiekback Statute. Faiture o mect a safe harbor does not indicate that
the amrangement violates the Anti-Kiekback Siatute, although it may be subject to additional serutiny.

We believe the ownership and operations of our surgery eenters and haspitals do not fit wholly within any of the safe harbars, hut we attempl i strueture nur ASCs to fit as
closcly as possible within the safe harbor designed to protect distributions to physician-investors in ASCs who direcily refer paticnts to the ASC and personally perform the
procedures al the center as aa exiensiun of their practice (the “ASC Safe Harbor™. The ASC Sefe Harbor protects four categories of investors, including ASCs owned by
(1) general surgeons, (2) siagle-specialty physicians, (3) multi-specialty physicians and {4) hospital/physician jnint ventures, pravided that certain requirements are satisfied. These
requirements include the following:

+ The ASC must be certified to participate in the Medicare program, and its operating and recovery room space must be dedicated exclusively to the center and nota
part ofa hospital (although such space may be Jeased from o hospital if such lease mects the requireients of the safe harbor far space rental),

+  Each investor must be tither (8) a physician who derived at least one-third of his or her medical practice income for the previous fiscal year or 12-month period from
performing procedures on the list of Medieare-covered procedures for ASCs, (1) 2 hospital, or (c) a person or entity not in a position to make ar influence referrals
Yo the center, nor 1o provide items of services to the center, nor emplayed by the center or any investor.

s+ Unlcss all physieian-investors are members of a single specialty, each physician-investor must perform at icast one-third of his or her procedures at the ASC each
year. This requirement is in addition to the requirement that the physician-investor has derived at least one-third of his or her medical practice income far the past year

fram perfonming procedures.
+  Physician-investors must have fully informed their referred patients of the physician's investment.

+ Theterms on which an investment inlerest is offered to an investor arc not related to the previous or expecled volume of referrals, services fumished or the amount
uf busiagss otherwise generuted from that investor to the entity.

-« Neither the ASC nor any ather investor nor any person acting on their behalf may loan funds to o7 guarantee a lnan for an investor if the investor uses any part of
such loan io obtain the investment interest.

+  The amount of payment o an investor in return for the investment interest is directly proportional to the amount of the capital investment (including the fair market
value of any pre-operational services rendered) nf that mvestor.

+ Al physicisn-investors, any hospital-investor and the center agree fo treat patients receiving benefits or assistance under a federal healtheare program in a non-
discriminatory manner.

- All ancillary services pecformed at the ASC fur beneficiaries af federal healtheare programs must be directly and integrally related to primary procedures performed
atthe center and may not be billed separately.

+  No hospilakinvestor may inelude on its cost report or any claim for payment from a federal bealthcare program any costs associated with the ASC.

+  “The ASC may nnt use cquipment owned by ot services provided by n hospital-investnr unless such equipment is eased in accordnnce with  lease that ecnmplies with
the Anti-Kickhack Statute equipment rental safe harbor and such services are provided in accordance with a contract that complies with the Anti-Kickhack Statute
personal services and management contract safe harbor.

+  Nn hospital-investar may be in a position to make or influcnee referrals dircetly or indireetly 1o any other investor ot the center.

We helieve that the ownership and operations of our surgical centers will not satisfy this ASC Safe Harbor for investment interests in ASCs because, among other things, we
or one of our subsidiarics will generally be aa investor i and provide management services to each ASC, We cannat assure you (hat the OIG would view our activities favorably
even though we strive to achicve eampliance with the remaining elements of this safc harbor.

In eddition. slthough we expect each physician-investor o utilize our ASCs as an extension of his or her practice und nsk each physician-investor to cenify this practice, we
cannot assure you that all physician-investors will derive at least one-third of their medical practice income from performing M edicare-covered ASC procedures, perform one-third
of their procedurcs at the centers or inform their referred patients of their investment interests. Intorests in our jnint venture ASCs are purchased at what we belicve to be fair market
value. Investors who purchase at a later fime generally pay mnre for a given percentage interest than founding iavestors. The result is that while all investors are paid distributions in
accordance with theit ownership interests, for ASCs where there are later purchases, we cannot meet the safe harbor requirement that returm on investment is directly pmpaortional to
the amount of capital investment. The OFG has on several occasions reviewed investments relating ta ASCs, and in Advisory Opinion No, 07-05, raised concerns that {a) purchases
of interests from plysicians might yield gains on investment rather than capilal infusion to the ASCs. (b) such purchases could be meant 1o reward or influence the selling
physicians’ referals to the ASC or the hospital, and (€) such returns might not be directly proportional to the amount of capital invested. Nonetheless, we believe our fufr market
value purchase requirements and distriution policies comply with the Anti-Kickhack Statte.

In CIG Advisory Opinion No, 09-09 {July 29, 2009), the OIG concluded that an arrangement involving an ASC joint venture hetween a hespital and physicians involving the
combination of their two ASCs into a single, larger center presented minimal risk of fraud or abuse, despiic the fact that it did not fit within any applicable Anti-Kickback safe
harbors. Additionally, the O1G stated that fair market value should




be detenmined based only on the tangible assets of cach facility since the physician investors are referrul sources for the ASC. The OIG slated that a eash flow-baged vatuation of the
business contrihuted by the physician investors potentially would inctude the value of the physician inveslors® referrals over the time that their ASC was in cxistence priot (o the
merger with the hospital’s ASC. The OTG went on to neae that a valuation involving intangible assets would not neeessarily result in a vielation of the Anti-Kickback Statute. but
would require & review of all the facts end circumstances. It is not clear whether the OIG is concerned about using a cash flow-hased valuation in most healthcare transactions
involving referral sources, or just transnetions, similur to this one, where the parties’ contributions woulkl be vatued differently for contributing the same nesets if only one party’s
contribution is valued as a going concem based on cash flow. Also, the OIG appears to be focused on historical cash flow rather than a projected, discounted cash flow, which is a
commonly used vtuation methodology. What is clear is that for the first time, the O1G addressed valuation methodologies, which could lead fo increased scrutiny of all transactions

involving physicians.

Our hospital investments do not fit wholly within the safc harbor for investments in small entities becausc more than 40.0% of the invesament inferests are held by investors
who arc either in a position to refer 1o the hospital or who provide services 1o the hospital and mere than 40.0% of the hospital's gross revenuce st year were derived from referrals

generated by investors. However, we believe we comply with the remaining elements of the safe harbor.

In addition tn the physician ownership in our surgical fucilities, other finuncial refationships of ours with potential referril sources could potentially be scrutinized under the
Anti-Kickback Statute. We have enlered into management agreements fo manage the majority of our surgical facilities. Most of these agreements cal) for pur subsidiary to be paida
percemage-based managenent fee. Although there is a safe harbor for personal services and management contracts (the “Personai Services and Management Safe Harbor™), the
Personnl Services and Management Safe Harbor requires, among other things, that the amount of the aggregate compensation paid to the manager over the term of the agreement be
set in advance, Beeause our managemenl fecs arc generally based on a percentage of sevenue, our manogement agrecments do nnl typicatly meet this requirement, We do, however,
believe that our managemen! arrangements satisfy the other requirements of the Personal Services and Management Safe Harbor for personal services and management
contraces. The O1G has taken the position in several advisory opinions that perceniage-based management agreements are nnl protecied by a safe harbor, and consequently, may
violote the Anti-K ickback Statute. We have impleraented format compliance programs designed to safcguard against overbilting and belicve that our management agrecments
comply with the requirements of the Anti-Kickback State, However, we cannot assure you that the QIG would find our compliance programs to be odequate or that our
management agrecments would be found to comply with the Anti-Kickback Staute.

Certain of our ASCs have entered into arrangements for professional services, including urmngements for anesthesia serviees. 1n a Special Advisory Bulletin issued in April
2003, the 01G focused on “questionablc™ contractual arrangements where a health care provider in one line of business (the “Ownee™} expands into a related heaith carc business by
contracting with an existing provider of a related item or service (the “Manager/Supplicr”) 1o provide the new item or service to 1he Owner's existing patient population, including
federul health care program patients (so called “suspeet Contractual Joint Ventures™). The Manager/Supplier nnt nnly manages the new line of business, but may atso supply it with
inventory, employees, space, billing, and other services. In ather words, the Owner coniracts out substantially the enire operation of the related line of business to the
Manoger/Supplicr-otherwise a ptential competitor-receiving in retim the profits of the business as remuneration for its referrals. Through an Advisory Opinion, the OIG extended
this suspect contragmual joint venturc analysis to arrangements between anesthesiologisis and physictan owners of ASCs. In Advisory Opinion 12-06, the O1G concluded thai
certain proposed arrangements between anesthesia groups and physician-owned ASCs enuld result in prohibited remwneration under the federal Anti-Kickhack Statute. We believe
our arrangeinents for ancsthesia serviecs are distinguishable from fhose deseribed in Advisory Opinion 12-06 (May 25, 2012) and arc in compliance with the requiremenus of die
federal Anti-K ickback Stamic. However, we cannot ossure you thot regulatory authoritics would agree with that pesition.

We also may guarantee o surgical facility’s third-party debt financing and certain lease obligations as part of our obligations under a minagement agreement. Physician
investors are generally aot required fo enter into similar guarantees, The O1G might take the position that the failure of the physician inveslors 1o enter into similar guarantees
represents a special benefit to the physicion investors given 1o induce patient referrals and that such failure constitites a violation of the Anii-Kickback Statute. We believe that the
management fees {and in some cases guarantee foes) are adequaie compensalion to us for the credit risk associatcd with the guarantees and that the failure of the physician investnrs
to enter inlo similar guaraniees does not create a material fisk of violaiing the Anti-Kickback Statute. However, the O1G has not issued ony puidance in this regard.

The OIG is authorized to issue advisory opinions regarding the interprefation and applicability of the Anti-Kickback Statute, including whethcr an activity constilutes grounds
for the imposition of civil or criminal sanctions. We have not, however, sought such an opinion regarding ny of our arrangements. IF it were determined that our activities, or those
of our surgical facilities or hospitals, violate the Anti-Kickback Statute, we, our subsidiaries, our officers, our directors and each surgical facility and hospital investor could be
subject, individually, to substantial monetary liability, prison sentences and/or exciusion from participation in any healtheare program funded in whole or in part by the U.S.
government, including Medicare, Medicaid, TRICARE or state healthcare programs.

Evolving inicrpretations of current, or the adoption of new, federal or state laws or regulations enuld affect many of our arraggemenis. Law enforcement authnrities, including
the OIG, the cnurts and Congress, are increasing their scrutiny of arrangensents between healtheare providers and potential referral sources to ensure that the arrangements are nol
designed as a mechanism Lo exchange remuneration for patient earc referrals or opportunitics. Investigators have also demonstraled a willingness to look behind she formalitics of 2
bugincss transaction to determine the underlying purposes of payments between healthcare providers and potential referral sources.

Federal Physician Self-Referral Law

Congress has enacted the federal physician schf-referral luw, or Stark Law, that prohibits certain selfereferrals for healthcare services. As curtently ¢nacted, the Stark Law
probibits a practitinner, inciuding a physician, dentist or podiatrist, from referring patients 10 an entity with which the practitioner or & member of his or her immexdiate family has a
“finaneial relatinnship” for the provision of certain “designated




health services™ that arc paid for in whole or in part hy Medicare or Medicaid unless an exeeption applies. The term “financial relatipnship™ is broadly defined and includes most
types of ownership and compensation relationships. The Stark Law also prohibits the entity [rom secking payment [rom Medicare or Medicaid for services that are rendered
through a prohibiied referral, I an entity is patd for services provided through o prohihited referral, it may be required to refund the payments. Violations of the Stark Law may also
result io the imposition of damages equal to three times the amount improperty claimed and civil monctary penaltics of up to $15,000 per prohibited claim and $100,000 per
prohibited eircumventian seheme and ¢xclusion from participation in the Medicare and Medieaid programs. For the purposes of the Stark Law, the term “designated health services™

is defined to include:
+  elinical [abotatory services;
= physical therapy scrvices;
+  occupational therapy services;
+  radinlogy services, including magnetic resonance imaging, computerized axial lomography scan and ultraspund services:
= radiation therapy services and supplics;
+  durablc medicat equipmeni and supplies;
+  parenieral and cateral nutrients, equipment and supplies;
+  prosthetics, orthotics and prosthetic devices and supplies;
+  hotne health serviees;
* nutpaticnt preseription drugs; and
+  inpatiem and outpatient hospital services.

The list of designated health services does not, howcever, include surgicat services that arc provided in ASCs. Furthermore, in final Stark Law regulations published by HHS
on January 4. 2001, the term “designated health services™ was specifically defined to not include services that are reiobursed by Medicare as part of a composite rate, such as
services that are provided io ASCs. However, if designated health services are provided by an ASC and separately hilled, referrals 1o the ASC by a physician-investor would be
prohihited by the Stark Law. Because our facilities that are licensed as ASCs do not have independent laboratorics and do not provide designated heatth services apart from surgical
services, we do nnt believe referrals to these facilities by physician-investors are prohibited. If legislation ar regulations are implemented that prohibit physicians from referring
patients o surgical facilitics in which the physician has a beneficial interest, our business and financial resulis wauld be materially adversely alfected.

Five of our facititics are Ticensed as hospials as of December 31, 2016, The Stark Law currently inctudes the Whole Hospital Exception, which applies to physieian ownership
ol o hospital, provided such ownership is in the whole hospital and the physieian is authorized to perform services at the hospital. We belicve that physician investments in our
facilities Kicensed os hospitals meet this requirement. However, changes to the Whole Hospital Exception have been the subjeet of recent regulatory action and legislation. Changes
in the Affordable Care Act include:

+  aprohibition on hospitals from having any physician ownership unless the hospital already had physician ownership and a Medicare provider agrecment in effect as
of December 31, 2010,

« 2 timitation oo the percentage of total physician ownership or investnient interests in the hospital or entity whose assets include the hospital to the percentage of
physician owacrship or investmeot as ol Mareh 23, 2010;

«  aprohibition from expanding the mumber of beds, operating rooms, and procedure rooms for which it is licensed afier March 23, 2010, unless the hospital obtains an
exception from the Secretary; .

+  arequircment that retum on investment be proportinnate to the investment by each investor;
«  restrictions on preferential treawment of physician versus non-physieian investors;

«  arequirement for weiticn disclosures of physician ownership interests to the hospital’s patients und on the hospitul's website und in any advertising, along with
annual ceports 1o the government detaifing such interests;

= aprohibitinn in the hospital or other investors from providing financing o physician investors:

+  arcquirctent thal any hospital that docs not have 2417 physician covernge inform patients of this fact and receive signed acknow ledgments from the patients of the
disclosure; and

s+ gprohibition on “grandfathered” status for any physician owned hospitul that converted from an ASC to 4 hospital on or after March 23, 2010.

The Affordable Carc Act also requires that each hospital with physician ownership submit an annual report of ownership und/or investinent interest. Our hospitals have
submitted their first reports. CMS has detayed the collection of the second report ond publication of the first annual report, We cannot predict whether other proposed amendments
10 the Whole Hospital Exeeptinn will be included ia any furure legislation, including a repeal of the ATordable Care Act, or if Congress will adop1 any sitnilar provisions that would
prohibit or otherwise restrict physicians from holding ownership interests in hospitals. Any such changes coutd have an adverse effect on our financial condition and results of

aperations.

In addition 1o the physician ownership in our surgical facilities, we have other finaneial relationships with potenrial referral sourees that potentially could be scrutinized under
the Stark Law. We have entered into personal service agreements, such as medical dircctor




agreements, with physicians at our hospilals. We belicve that our agreements with referral sources satisfy the requirements of the personal service arangements exception to the
Stark Law and have implemented prmal compliance programs designed to ensure continued compliance. However, we cannot assure you that the Q1G or CMS would find our
compliance programs 1o be adequate or that onr agreements with referral sources would be found 1o comply with the Stark Law.

False and Other Improper Claims

The U.S. govermnment is authorized to impose eriminal, civil and administrative penalties on any person or entity that files a false ¢laim for payment from the Medicare or
Medicaid programs or ather federal and state healthcare programs. Claims filed with private insurers can also: lead to criminal and civil penalties, inchuding, but not limited to,
penalties relating 10 violations of federal mail and wire fraud stamutes, as well as penalties under the anti-fraud provisions of HIPAA. While the criminal statutes are generally
reserved fnr instances of fraudulent intent, the U.S. govemment is applying its eriminal, civil and administrative penalty statutes in sn ever-expanding tange of circumstances. Fnr
exaniple, the 1], poverninent has taken the position that a pattern of elaiming reimbursement for unnecessary services violates these stututes if the ¢laimant merely should have
known 1hc scrvices were unnecessary, even if the government cannot demonstrate actual knowledge. The U.8. government has also taken the position that claiming payment fnr
low-quality services is a violation of these statutes if the elaimant should have known that the care being provided was substandard.

Over the past several years, the U.S. government has investigated an increasing number of healthcare providers for potential viclations of the federal Fuise Claims Acl. The
federal Faise Ciaims Act prohibits a person from knowingly presenting, or causing to be presented, a false or fraudulent claim to the 1.3, government. The statute defmes
“knowingly” to include not onty actual knowledge of 2 ¢laim’s falsity, but also reckless disrepard for or intentional ignorance of the truth or falsity ol a eteitn. The Fraud
Enforcement und Recovery Actof 2009 further expanded the scope of the False Claims Act by, among ofher things, creating liability for knowingty and improperty avoiding or
decreasing an obligation to pay money to the federal government. The Affordable Carc Act also created federal False Claims Act liabitity for the knowing faiture to report and retum
an overpay ment within 60 days of the identification of the overpayment or the date by which a corresponding cost report is dug, whichever is later. This requirement has led 1o an
increasing use of the self-disclosure protocols that have been implemented by CMS, the OIG and other governmental ageneies by the healtheare industry, The Affordable Care Act
also provided that ¢laims submitted in connection with patient referrals that result from violations of the Anti-Kickback Sttute constitute false claims for the purposes of the federal
False Claims Act, and some courts have held that a violation of the Stark Law can result in False Claims Aet liability as well. Because our surgical facilities perform hundreds of
simitar procedures a year for which they are paid by Medicare and other government health care programs, and there is 2 relatively ong statute of limitations, a billing error or cost
reporting etvor cnuld result in significant civil or eriminal penalties.

Under the qui tam, or whisdchlower, provisions of the False Claims Aet, private partics may bring actions on behalf of the 1U.8. government, These private partics, ofien
referred to as relators, are entitied to sharc in any amounts recovered by the govemnment through trial ot settlement, Both whistleblower lawsuits and dirces enforcement aclivity by
the govemnment have inereased significantly in recent years and bave increased the risk that a healthcare company, like us, will have to defend 2 false clatms action, pay fines or be
excluded from the Medicare and Medicaid programs and other federal and state healthcare programs as a result of an investigation resulting from a whistieblower case. Although we
believe that our operations materially comply with both federal and state laws, they may nevertheless be the subject of @ whistebiower Inwsuil or may otherwise be ehallenged or
serutinized by gnverninentat authorities. Providers found liable for False Claims Act violations are subject to damages of up 1o three times the actual damage sustained by the
govemment plus mandatory civil monetary penahtics between $5,500 and 511,000 for each separate false elaim. A determination thar we hove violated these laws could have a

materiat adverse cifcet on us,

Other Fraud and Abuse Laws

The Medicarc Patient and Program Protection Act of {987, as amended by the Health Insuranee Portability and Accoamability Act of 1996, {(“HIPAA"}, and the Balanced
Budget Act of 1997, impose civil monetary penalties and exclusion from state and federul healthcare programs on providers whp commit vislations of fraud and abuse
laws. HIPAA authorizes the Secretary of the Departiment of Health & Human Services (“Secretnry™), and in some cases requires the Secrelary, to exelude individuals and entities
that the Secretary deterines have “commitied an act” in violation of applicable fraud and abuse laws or improperly filed claims in viotation of such laws from participating in any
federal healthcare progrant. HIPAA alse expanded the Secretary’s authority to exclude a person involved in fraudulent octivity from particlpating it a program providing hcalth
benefils, whether directly or indircetly, in whole or in part, by the U.S. govemment. Addilionally, under HIP AA, individuals who hold a direct or indircet ownership or controliing
intercs! in an entity that is found (o violate these laws may also be excluded from Medicare and Medicaid and other federnl and stae healtheare programs if the individual knew or
should hove known, or ucled with deliberate ignorance or reckless disregard of, the truth or falsity of the infonnation of the activity leading to the conviction or exclusion of the
cntity, of where the individual is an officer or managing employee of such entity. This standard docs not require that speeific intent to defraud be proven by OIG. Under HIPAA it
is also acrime to defeaud nny commercial healthcare benefit program.

Federal and State Privacy and Security Regquirements

On January 16, 2009, CMS published its 10th Edition of Intemational Statistical Classification of Diseases and Related Heaith Problems {"ICD-10") and related changes 1o the
formats used for ecrtain clectronic transuctions. 1CD-10 contains significamly more diagnostic and procedural codes than the existing 1CD-9 eoding systent, and as a resull, the
coding for the services provided in our surgical facilities and hospitals require much greater specificity, ICD-10 has required a significant investment in technology and training. We
met CMS’s Octoher 1, 2015 deadline for ICD-10 implementation.

We are subject to HIPAA, ingluding The HITECH Act, which was enatted a5 part of The American Recovery and Reinvestiment Act of 2008. The HITECH Act strengthened
the requiremenis and significantly incrensed the penatties for viplaions of the HIPAA privacy and security regulations. On January 25, 2013, HHS issued the HIPAA Omuibus
Rule, which became effective on March 26, 2013, Prior to the




HIPAA Omnikus Rule, the HITECH Act required us to notify patients of any unauthorized access, acquisition, or diselosure of their unsecured protected health information that
poses significant risk of financial, reputational ot ather hann to a patient. The HIPA A Omnibus Rule eliminated this harm threshokd standard and instead we are now required to
notify patieats af any unauthorized acecss, acquisition, or disclosure of their unsecured protected health information in all situations cxcept those in which we ean demonstrate that
there is a low prohability that the protected health information has been compromised. We now have the burden of demonstrating through a risk assessment that a hreach of
protected health informavion has not occurred. This new more objestve standard may lead lo an increased number of occurrences that requite breach notifications. In addition, the
HIPAA Omnibus Rule also modified the following aspects of the HIPAA privacy and sceurity regulations:

v muakes our facilities’ business associates directly liable for compliance with eertain of HIPAA s requirements;

«  makes our facilities iable for violations by their business associates if HHS determines an agency refationship exists between the facility and the business associate
under federal ageney law;

«  adds timitations on the use and diselosure of health information for marketing and fund-raising purpases, and prohibits the sale of protected health information
withoul individual autherization;

- expands pur patients' rights 10 reccive electronic copics of their health information and to restrict diselosures to o health plan conceming treatment for which our
patient has paid out of pocket in full;

+  requires modifications 1o, and redistribution of, our fagilities® notiee of privacy praciiees;

+  requires modifications (o existing agreemnents with business associates;

«  adopts the additional HITECH Act provisions not previnusly adepted addressing enforcement of noncompliance with HEPAA due tn willful neglect; |
+  incorporales the increased and tiered civil money penalty stucture provided by the HITECH Act; and

+  revises the HIPAA privacy rule to inerease privacy protections for gengtic information as regquired by the Genetie Information Nondiscrimination Act of 2008,

The HIPAA privacy standards apply 10 individunily identifiable information held or disclosed by a covered eatity in any form, whether communicated electronically, on paper
ot orally. These standards impose extensive administrative requirements on us. These standards require our compliance with rules governing the use and disclosure of this heaith
information. They ercate rights for patients in their health iaformatinn, sueh as the right to amend their health infonnation, and they require us to impose these rules, by coniraet, on
any business associate to whom we disclosc such information in order to perform functions an our behalf.

The HIPAA security standards require us to establish and waintain reasonable and appropriate administrative, technical and physical safeguards to ensure the integrity,
confidentiality and the availability of clectrenie protected health and related financial in formation. Although the sccurity standards do not reference or advocate a specifie technology,
and covered healthcare providers, plans and clearinghouses have the flexibility to ehoose their owa technical solutions, the securtly standards have required us to implement
significant ncw systems, business procedures and training programs.

Violations of the HIPAA privacy and security regulations may result in civil and criminal penalties. The HITECH At strengthened the requirements of the HIPAA privacy
and security regulatinns and significantly inereased the penalties for violations by introducing  tiered penalty system, with penalties ol up to $50,000 per violation with o maximum
civil penalty of $1.5 million in & calendar year for viclations of the same requircment. However, a single breach ineident can result in vinlations of multiple requirements, resulting in
possible penalties wetl in exeess of $1.5 million. Under the HITECH Aet, HHS is required to eonduct periodie compliance audits of covered entities and their business associates.
The HITECH Acf and the HIPAA Omnibus Rule also extend the application of certain provisions of the security and privacy regulations te business assoeiates and subjocts
business associates to eivil and criminal penaltics for vinlation of the regulations,

The HITECH Act authorizes Stale Attorneys General to bring civit actions seeking ¢ither an injunction or damages in response to violatinns of HIPAA privacy and seeurity
regulations or the new data breach law that nffects the privacy of their state residents. We cxpect vigorous enforcement of the HITECH Aet’s requirements by HHS and State
Atorneys Genernl, Additionally, HHS conducted a pilot audit program that concluded December 2012 in the firs1 phase of HHS® implementation of the HITECH Act’s
requirements of periodic audits of covered enfities and business associates (o ensure theit compliance with the HIPAA privacy and securify regulations. HHS has allncated
increased funding lowards HIPAA enforcement activity and such enforcement activily has seen a marked increase over recent years. We cannnt predict whether our surgical
facilities will be able to comply with the finn] rules and the financial impact to our surgical facilities in implementing the requirements under the final rules when they take cffcet, or
whether our hospitals wilt be selected for an andi, or the results of such an audit.

Our fagilities also remain subject to any state laws that relate 1o privacy or the reporting of datu breaches that are more restrictive than the regulations izsued under HIPAA and
the requirements of the HITECH Act. For example, various state laws and regulations may require us 1o notify affected individuals in the eventofa data breach invelving eertain
personal informatinn, such as social security nutnbers, dates of birth and credit card information.

Adoption of Electronic Health Records

The HITLCH Act includes provisions designed to inerease the use of EHR by bnth physicians and hospitals. Beginning in 201 | and extending through 2016, cligihle hospitals
may receive incentive paymenis based upon successfully demonstrating meaning ful use of s certified EHR technology. Beginning in 2015, thosc hospitals that do nnt successfully
demanstrate meaningful usc of BHR technology arc subjeet to reduced payments from Medicare. EHR meaningful usc objectives and measurcs that hospitals and physicians must
mest in nrder 1o qualify for iocentive payments will be implemented in three slages. Stuge | has been in effect since 2011 and Stage 2 tonk effect for
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hospitals beginning in fiscol year 2014. On October 16, 2015, CMS published a final rule that consotidated Stage | and Stage 2 into 2 “Modified Stage 2™ effective as of 2015 and
set out requirements for Stage 3, which is set to take full effectin 2018. In connection with the acquisition of Symbien, we acquired six surgica] facitities that are leensed as
hospitals. five of which we own as of December 31, 2016, These hospitals began the implementation of EHR initiatives in 2012. We sirive to comply with the EHR meaningful usc
requirements of the HITECH At 50 as to qualify for incentive payments. Continued implementation of EHR and comptiance with the HITECH Act wilt result in significant

costs, We recorded income from clectronic health record incentives of $408,000, $1.8 million and §3.4 mitlion whith was recognized during the years ended December 31, 2016,
2015 and 2014, respectively. We incurred negligible costs for hardware, software and implementation expenses during the same periods.

HIPAA Administrative Simplification Requirements

The HIPAA transaction regulntions were issued to encourage electronic commerce in the healtheare industry. These regulations include standards that healthcare providers
must follow when cleetronically transmining certain healthcare transactions, such as healthcare elaims.

Emergency Modical Treament and Active Labor Act

Our hospitals are subject to the Emergency Medical Treatment and Active Laber Act {"EMTALA"™). This federal law requires any hospital that participates in the Medicare
program to conduct an appropriate medical screening examination of every person who presents 10 the hospilal's emergency department for treatment and, if the patient is suffering
from an emergency medical condition, to either stebilize that condition or make an appropriate transfer of the patient to a facility that can handle the condition. The obligation ta
screen and stabilize emergency medical condilions or transfer exists regardless of a patient’s ability to pay for treatment. Off-campus facilities such as surgery centers that lack
emergency departmenis or otherwise do nol treal emergency medical conditions geaernily are not subject to EMTALA. They must, however, have policies in place that explain how
the location should proceed in an emergency situation, such as transferring the patient to the closest hospital with an emergency department. There are severe penalties under
EMTALA if a hospital fails to screen or appropriaicly siabilize or transfer a paticnt or if the hospital delays appropriate treatment in order 1o first inquire about the paticnt’s ability to
pay, including civil monetary penalties and exehision from participation in the government health care programs. In addition, an injired patieot, the patient’s famtty or a medical
facility that suffers a financial loss as a direct result of another hogpital's violation of the law ean bring a civil suit against that other hospital. CM S has actively enforced EMTALA
and has indicaied that it will continue to do so in the future, Althouph we believe that our hospitals comply with EMTALA, we cannot predict whether CMS will implement new
requirements in the future and, if 50, whether our hospitals will comply with any ncw requirements,

Siate Regulation

Many of the states in which our surgical facilities operate have adopted statules and/or regulations that prohibit the paymnemt of kiekbacks or any type of remuncration in
exchange for paticnt referrals and that prohibit healtheare providers from, in cerlain circumstances, referring a patient 10 a healiheare facility in which the provider has an ownership
or investment interest. While these statutes generally mirror the federal Anti-Kickback Statute and Stark Law, they vary widely in their scope and application. Sone are specifically
Jimited to healtheare services that are paid for in whole or in part by the Medicaid program; others apply w all healthcare services regardless of payor; and others apply only to state-
defined designated services, which may differ from the designated health serviecs under the Stark Law. Tn addition, many states have adopted statutes that mirror the False Claims
Act and that prohibit the filing of a false or fraudulent elaim with a state governmental agency. We intend to comply with all applicable state healthcare taws, rules and
regulations. However, these laws, rules and regulations have typically been the subject of limited judicial and regulatory interpretation, As a Tesult, we cannet assure you that our
surgical facilitics will not be investigated or scrutinized by the govemmental authorities empow cred to do 50 or, if challenged, that their activitics would be found to he lawful. A
determination of non-compliance with the applicable state healthcare laws, rules, and regulations could subject our surgical facilities 10 eivil and criminal penaltics and could have a
materiat adverse effect on our aperations.

We are also subject to various State insurance statutes and regulations that prohibit us from submilting inaccurate, incorrect or misleading clatms. Many state insurance laws
and regulatians are broadly worded and could be implicated, for exunple, if nur surgien! facilities were to adjust an out-ofnetwork co-payment or other patient responsibility
amounts without fully disclosing the adjustment on the claim subiniited ta the payor. While soine of our surgical facilities adjust the out-of-netwoik costs of patient co-payment and
deductihle amounts to reflect in-network co-payment cosis when providing scrvices to potients whnse health insurance is covered by a payor with whieh the surgical Facilities arc
not coatracted, our polity is tn fully disclosc adjustments in the claims submiitied to the payors. We bclieve that our surgical facilitics arc in compliance with all applieable state
insurance laws and regulations regarding the submission of claims, We cannot assure you, however, that none of our surgical facilities” insuranec claims will cver be challenged. 16
we were found to be in violation of a state’s insurance laws or regulations, we could he forced to discontinue the violative practice, which could have an adverse cffect on our
finuncial position and results of operations, and we could be subject to fines and criminal penalties.

Fee Splitting; Corporate Practice af Medicine

The laws of many siatcs prohibit physicians from splitting fees with non-physicians (i.c., sharing in a percentage of professional fees), prohibit nea-physician entities (such as
us) from praclicing medicine and exercising control aver or employing physicians and prohibit referals to facilities in which physicians have a finantial inferest. The existence,
interpretation and cnforcement of these lows vary significantly from state to state. In Tight of these restrictions, in certain siates we facilitate the provision of physician services by
maintaining long-term management services agreements through our subsidiaries with affiliated professional contraciors, which employ or contract with physicians and other
heaithcare professionals to provide physician professional services, Under thes¢ arrangements, our subsidiaries perform only nnm-medical adminisirative senvices, do not represent
that they offer medical scrvices and do not exercise influence or control over the practice of medicine by the physicians employed by the affilisted professional contractors. Although
we believe thai the foes we receive from affiliated professional contrectors have been structured in 2 manner that is compliant with applicable fee-splifting laws, it is possible that a
ovemnment regulatar could interpret sueh fee arrangements o be in violation of certain fee-splitting laws. Future interpretations of, or changes in, these laws might require structurat
and organizational modifications of our existing relationships, and we cannot assure you that
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we would be able o appropriately modify such relationships. In addition, statutes in some states could restriet our expansioa intn those states.

Clinical Laboratory Regulation

Qur elinical laboratories arc subject to federat oversight under the Clinical Laboratory lmprovement Amendmeats of 1988 (“CLIA™) which extends federal oversight io
virtually all elinical laboratorics by requiriag that they be cerdified by the federal govemment or by a federally-approved acereditation ageney. CLIA requires that all eliaieal
labomiorics meet quality assurance, quality coatro] and personnel standards, Laboratories also must undergo profieiency testing and arc subject o inspections. Staadards for testing
under CLIA arc bused on the complexity of the tests performed by the labaratory, with tests elassified as “high complexity " “maderate complexity,” or “waived.” Laboratories
performing high eomplexity festing are required to meet more stringent requircments than moderate complexity labaratories. Labortories performing ondy waived tesis, which are
tests determined by the Food and Drug Administration to have a low pofential for ervor and requiriag fittle oversight, may apply for a eerfificate of waiver exempting them from
ozl of the requireinents of CLIA, Qur operations also subject to state and local laboratory regulation. CLIA provides that a state may adnpt laboratory regulations different from or
more stringent than those uader federat law, and a number of stnies have implemented their own laboratory regulatory requirements. State laws may require that labnratory
personnel el certain qualifications, specify certain quality coatrols, or require maintenance of certaia records. We believe that we are in material compliance with all applieable
lzboralory requircinents, but no assurances can be given that our lsboratories will pass all future licensure or certification inspections.

Regulatory Compliance Progrem

It is our policy to eoaduct our business with integrity and in compliance with the law. We have in ptace and continue to enhance a company-wide compliance program that
focuses oa all areas of regulatory compliance including billing, reimbursenicnt, cost reportiag practices and contractual arrangements with refereal sources.

This regutatory compliance program is intended to hetp easure that high staadards of conduct are maintained in the operation af our business and that policies and procedures
are jmplemented so that employees act in full compliaace with alt applicable laws, regulations and company policies. Under the regulatory compliance program, every employee and
cerlain contractors involved in patient care, and coding and billing, receive initiaf and periodic legal cotnpliance and ethies training. In addition, we regularly monitor our ongning
compliance cfforts and develap and implemeat policies and procedures designed to foster compliance with the law. The program alsn iacludes a mechanism for employees tn report,
without fear of retaliation, nny suspected tegal or ethieal violations o their supervisors, designated compliance officers in oar facilitics, our compliaace hottine or directly to our
carporate compliance office. We believe our compliance program is consistent with standard industry practices. However, we cannot provide any assurances that our complinace
program will detcet all violations of law or protect ngainst qui tam suits or povernment enforcement actions.

Where You Can Find More information

As a resull of the initial public offoring of the shares af our common stock, we must now file reports and other information with the SEC, such as Aaauat Reporis on Form
10-K, Quarierly Repors on Form 10-Q and Current Reports on Form 8-K. The Company makes available on or through the “Investors-SEC Filings™ page of its website at
www.surgerypariners.com, free of charge, copies of such reports and amendments to those reports {alaag with eertain other Company filings with the SEC), as soon as reasonubly
practicable ofter electronically filing such material with, or fumishiog it o, the SEC.

Such reports {and amendmeats to those reports), along with certain other Comnpany filings and information, can also be inspected ond copied at the Public Reference Room of
the SEC located at 100 F Street, N.E.. Washingion, 1.C. 20549. Copies of such materials can be obtained from the Publie Reference Room of the SEC af prescribed rates. You can
call the SEC at 1-800-SEC-0330 to abtain information on the operation of the Public Reference Room. Such matcrials inay alse be acoessed electronically by means of the SEC’s

website at www.scc.gov.
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1temn 1A. Risk Factnrs

We are subject tn risks and uncertainties that could cause our actual financial condition, results of pperations, business and prospects tn differ materially from those
contemplated by the forward-looking statements contained in this report or our other filings with the SEC. Snine of these risks and uncertaities are discussed below. If any of the
following risks, or ether risks and uncertainties, actually occurred, our business, finaneial condition and operating results could suffer.

Risks Related fo Qur Business and Industry

We depend on payments from third-party paynrs, including governmtent healtheare programs and managed care organizations. 1f these payments are reduced ar
diminnted, our revenue and profitabitity could be materially and adversely affected,

We depend upon private and gavernmental third-party sources of payment for the services provided by physicians in our physician netwnrk, 1o patients in our surgical facilities
and by our laboralory and diagnnstic services. The mnount that we receive in payment fir our services may be edversely affecied by market and cost factors that we do not control,
ineluding Medicare, Medicaid and state regulation changes, cost containment decisions and changes in reintbursement schedules of paynrs, legislative changes, refinements to the
Medicare Ambulriory Surgery Center payment system and relmements made by CMS to Medicare’s reimbursement poligies. For instanee, euts to the federal budget cavsed a 2.0%
reduction in Medicarc provider rayments starting in 2013, Similarly, third-party payors may be successful in negotinting redueed reimbursenment schedules with our Facilities. Fixed
fee sehedules, capitation payment arrangements, exelusion from participation in or inability to reach agreements with managed care programs, reduction o efimination of payments
or an increase in the payments a1 a rate that is less thun the increase in our costs, or other faciors affecting payments for healthcare servives over which we have no control could
have a material adverse effect on our business, prospects, resulls of aperations and financial conditian,

If we are unahle to negotiate and enter intn favorable contracts or main tain satisfactory relafionships and renew existing contracts on favorable terms with managed
care organizatinns or other private thivd-party payors, our revenue and profitability may decrease.

Payments [rom private third-party payors, including state workers' compensation programs and managed care organizatiang, represcnted approximately 51%. 55% and 52% of
our patien! service revenie for the years cnded December 31, 2016, 2015 and 2014, respectively. Most of these payments came from third-parly payors with which our facilifies
have contracts. Munaged care companies such as HMOs and PPOs, which offer prepaid and discounted medical service packnges, Tepresen! a growing scgment of privaie third-
party payors. If we fotl o enter into favorable contracts or maintain satisfactory relationships with managed care organizations, nur revenue may decrease. Our competitive position
has been, and will continue to be, affected by initintives undertaken during the past several years by major purchasers of healthcare services, including insurance companies and
employers, 1 revise payment methods and manitor healthenre expenditures in an effort to contain healthcare costs. For instance, man nged care payers may inwer refmbursement
rates in response to increased obligatinns on payors imposed by the Affordable Care Act or future reductions in Mcdicare reimbursement rases, Further, managed care payors may
narrow their pravider networks in response to the need to negotiale lowcr reimbursement rates with providers, If we arc nnable o maintain strong rclationships with payors, we
may not be able to ensure participation in these aarrow provider netwarks, Cost eontainment measures, such as fixed fee schedules, capitalian payinent arrangements, reductioas in
reimbursement schedules by third-party paynrs and elosed provider networks, could also eause a reduction of our revenue in the future.

Some of our payments from third-party payors come from third-party payors with which our surgical facilitics, physieians or subsidiaries that provide diagnostie services do
not have a contract. [n those cases where we provide services o a patient that does not use a third-party payor with which we have eontrucied, commonly known as ‘out-of
network™ services, we generally charge the patients the saime co-payment or other paMent respoasibility amounts that we would have churged had our surgicai facilitics bad a
contract with the payor. in aceordance with insurance laws and regutations, we submit a claim for the services fo the payor along with full diselosurc that our surgieal facilily has
charged the patient an in-nctwork patient respansibility amouat. Historically, thosc third-party payors who do rmt have contracts with our surgical facilitics fypically have paid aur
claims at higher than comparable conmacted rajes. However, over the past five years we bave observed an increase in third-party payors adopting out-of-aetwork fee schedufes that
are more comparable to our contracted rates or o take other steps to discourage their enrollees from seeking treatment at out-of-network surgical Facilities, In these cases, we seek to
enter into conwraels with the payors.

Payments from workers’ compensation payors represented approximately 5% of our patient service revenue for the year ended December 31, 2016. A majority of stales have
implemented workers' compensation provider fee schedules. In some cases, the fee schedule rates contain lower rates than the rates our surgical facilities have historicalty been paid
for the same services. 1f states reduce the amounts paid to providers under the workers™ compensation fee schedules, it could have a material adverse effect on our financial
coadition and results of operations.

Significant chanpes in our payer mix nir surgieal case mix resulting from Auctuations in the fypes of cases performed at onr facilities cnuld have a material adverse
effect on our business, prospects, results af operations and financial condition.

Our results may change from period to peried due to fluctuations in payor mix or surgical case mix or other factors relating 1n the type of cases perfarmed by physicians at our
facilities. Payor mix rcfers to the relative share of total cases provided lo patients with no insurance, commercial insurance, Medicare coverage, Medicaid coverage and workers’
eompensation insurance. respeetively. Since, generally speaking, we receive relatively higher payment rates from eommercial and workers” compensation insurers than Medicare,
Medicaid and other gnvernment-funded programs, a significant shift in our payor mix toward a kigher percentage of Medicare and Medicaid coses, which could ocour for reasons
beyond our contrnl, could have an adverse effect on our husiness, prospects, results of operations and finaneial condition.

Surgieal case mix refers 1o the relative share of totnl coses performed by specialty, such as GI, general surgery, ophthalmology, orthopedie and pain management. Generally
spenking, certain types of our cases, such as orthopedic cases, generate relatively higher
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revenue than other types of cases, such as pain management and G cases. Therefore, a significant shift in our surgical case mix toward a higher percentage of lower revenuc cases,
which could oceur for reasons beyond our control, could result in a material adverse effect on our business, prospects, results of operations and financisl condition.

As we operaic in multipke markets, each with a different competitive landscape, shifts within our payor mix or surgical case mix may not be uniform across all of our affiliated
facititics. Rather, thesc shifts may be concentrated within certain markets duc to local competitive factors. Therefore, the results of our individual affiliated facilities. including
facilities that are material to our results, may be volatile, which could result io o material adversc effect on our business, prospects, results of operations and financial condition,

We have a history of net osses end may not achleve ot sustain profitability In the future.

Although we have net income in 2016 and 2015 of $9.5 million and §1.4 million, respectively, we have historically incurred periods of et losses, including net losses of
approximately $G5.9 million in 2614, which includes a 521.7 miltion loss atibutahle lo o one-time transaction cast associated with the acquisition of Symbion and a loss on deht
exfingishment of $23.4 million, We cannot assure you that our revenue will grow or that we will achieve or maintain profitability in the future. Growth of our revenue may siow or
revenue may deeline and expenses may inercasc for a number of possible reasons, including reduced dermand for our services, regulatory shills, fuilure to successfully continuc 1o
integrate the operations of Surgery Partnérs and Symbion and other risks and unectlaintics. Bven if we have achicved profitbility during 2016 and 2615, we may not sustaim or
inerease profitability on a quarlerly or annual basts in the future, Qur ability to achieve profuahility will be uffected by the other risks and uncertainties deseribed in this section end
in “Management's Discussion and Analysis of Financial Condition and Results of Operations.” All of these factors could contribute to future net losses and, il we are unable to
et these risks nnd challenges as we encounter them, our business may suffer. 17 we are not able to achieve, suslain ot increase profiability, our husiness will be adversely affected

and our stock price nay decline.

We depend on physician vtilization of our surgleal facilities, which couid decrease if we fail to maintain good relationships with affilinted physiclans. Our ability to
provide medical services at our facflities would beimpaired and our revenue reduced if we are not ablc to mainiain these relationships.

Our busioess depends. among other things, upon the cfforts and suceess of affiliated physicians who provide medical services atour surgical facilities and the strength of our
relationships with these physicians. Most physicians are not employees of our surgical facilities and are not contracmally required to vse our facilities. We generally do not enter info
coniracts with physicians who use out surgical facilities, ofher than parmership and operating agreemients with physicians who own interests in our surgical facilities, provider
agreements with anesthesiology groups that provide anesthesiology services in our surgical facilities, medical director agrecments, among nehers. Physicinns who use our surgical
facilities also usc other facilities or hospitals and may choose to perform pracedures in an office-based setting that might atherwise be perfarmed m our surgical facilities. In recent
years, pain management and gastrointestinal procedures have becn performed increas ingly in an office-based setting because of poteniial eost savings or better access. Although
physicians who own interests in our surgical facilitics are subject to agtcements restricting ownership of competing facilities, these agrecmenis may not restrict procedures
performed in a physician office or in other unrelated facilites. Alsn, thesc agreements restricting ownesship of competing facilities are diffieult to cnforce, and we may be
unsuceessful in preventing physicians whe own interests in our surgical facilities from nequiring interests in competing facilities.

The financial success of our facitities is in part dependent upon the velume of procedures performed by the physicians who usc our facilities, which is affected by the
cconomy, healthenre reform, increases in patient co-payments and deductibles and other factors outside our or their contrel. The physicians who use our surgical facilities may
choose not to accept paticnts who puy for services through certain third-party payors, which could reduce our revenue. From time to time, we muy have dispuies with physicians
wha usc eur surgical facilitics and/or own inlerests in our surgical facilitics or our Compuny. Our revenue and profitability could be significontly reduced if we Tost our relationship
with enc or more key physicians or groups of physicians, or if such physicians or groups reduec their use of any of eur surgicai facilitics. lo additinn, aoy damage to the rcputation
of akey physician or group of physicians or the failure of these physicians 1o provide quatity medical eare or adhere to professional guidelines at our surgical facilities could damage
our reputation, subject us 10 liability and significantly reduce our revenue.

Physiclan treatment methodolagies and governmental or commercial health tnsuranec controls designed to reduce the number of surgieal p rocednres may reduce our
revenue and profitability,

Controls imposed by Medicare aod Medicaid, employer-sponsored healtheare plans and commercial health ingurance pavors designed 1o reduce surgical voluines, in some
instanees referred to as “utilization review,” could adversely affect our facilities. Allhnugh we are uneble to predict the cffect these changes will have on our operatians, significant
limits nn the seope of services reimbursed and on reimbursement rates and fees may reduce our revenue and profitability. Additionally, srends in physician treatment proincols and
commercial health insurance plan design, such as plans that shift inereased casts and accountability for care fo patients, could reduce our surgical volumes in favor of lower intensity
antl lower cost ireatment methodologies, each of which could, in um, have a material adverse effect on our business, prospects, results of eperations and financial condition.

Our growth strategy depends io part on our ability to integrafe operations of acqulred surgical facilitics, attract new physician partners, and to acquire and develap
additionai surgicai facilitics, on favorable terms. Lf we are unable to achieve any of these geals, our future growth tould be limited and our operatiog resuits could be
adversely affected.

We believe that an impartant component of our finaneiai performance and growih is our ability to provide physicians who use our facilities with the epportunity to purchasc
ownerslip interests in our facilitics. We may not be successful in attractiog new physiciao iovestment in our surgical facilitics, and thnt failure could resull in a reduction in the
quality, cfficiency and profitability of our facilities, Based on competitive factors and market canditions, physicians may be able 1o negotinte relatively higher levels of equity
owncrship in our facilities, consequently limiting or reducing our share of the profits from these facililies. In addition, physician ownership in our facilities is subject to certain
regulatory restrictions.
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In addition, our growth strategy includes the acquisition and development of existing surgical facilities and the development of new surgicad lacilities jointly with loeal
physicians und, i some cases, healthcare systems and other sirategic partmers. We have acquired interests in ot developed all of our surgical fuciliies since our inception and we
expect (o continuc to expand our operations in the future. We arc currently evaluating potential acquisitions and development prajects and expect 10 conlinu¢ to cvaluate acquisitions
and development projects in the foreseeable future. 1f we are unahic to success fully execute on this strategy in the future, our future growth could be Limited. We may be unablc to
identify suitable acquisition and development apportunitics, or to complete acquisitions and new projects in a timely manner and on favorable tems. Further, the companies or
assets we acquire in the fufure may not ultimately produce returns that justify our related investment.

Our acquisition activitics, and our limited development activities, require substantial capital resourecs, and we may need 10 oblain additional copital or finaneing, from time to
time, to fund these activities. Historically, we have funded acquisitian and development activities through our credit facilitics, As o result, we may take actions that could have n
material adverse cffect on our husiness, prospects, results of operations and financial condition, mcluding incurring substantial debt with certain restrictive terms, Further, sufficient
capital or financing may not be available 1o us on satisfactory terms, if atall. In addition, our ability to acquire and develop additional surgical facififics may be limited hy state
certificate of need programs, lieensure requirements, antitrust laws, and other regulatory restrictions on expansion. We also face significant competition from local, regtonal and
nationa! health systems and other owners of surgical facilities in pursuing attractive ucquisition candiduses. The limited nurmber of surgical facilities we develop typically mcur losses
in their early manths of operation (more so in the case of surgical hospitals) and, until their case loads prow, they generally experience lower total revenae and aperating marging
than esiblished surgical facilitics, and we expect this rend to continue.

If we are nof successful in integrating newly acquired surgical facilities, we may not realize the potential benefits of such acquisidons. Likewise, if we are not able fo integrate
acquired facilitics' operations and personnel with ours in a timely and efficient manner, then the potential benefits of the transaction may not be realized. Further, any delays or
unexpeeied cosis incurred in conneetion with intcgration could have a material adverse effect on our operations and carnings. In parficular, if we experienee the loss of key
personnel or if the effort devated to the integration of acquired facilities diverts significant management or other resaurces from ather operationn] activities, our eperations could be
impared.

If we soquite or develop additional facilities, we may experience difficulty in retaitting or integrating their operations, key physicians, systems and personnel. In some
acquisitions, we may have to renepotiate, or risk loging, one ot more of the facility's commerciat payor cnntracts. We may also be unable to immediately collect the accounts
teceivahle of an noquited facility while we align the payors’ payment systems and accounts with our own systems. Certain transactions can require licensure changes which, i fum,
result in disruptions in payment for services.

in addition, although we conduet extensive due diligence prior to the acquisition of surgical facilities and seck indemnificatian from prospective selicrs covering unknown or
contingent liabilities, we may acquire facilities with unknown or contingent fiabilities, inchuding tiabil iies for failure io comply with healthcare laws and regulations. Although we
maintain professional ligbility insurance that provides coverage on a eluims-made basis of $1.0 million per occurrence with a retention of $100,000 per oceurrence and $3.0 million
in annual aggregate coverage per surgical facility, we do aot maintain insurance specifically covering all unkaown or contingent liabilitics that may have aceurred prior tn the
acquision of fagilities. [n some cases, our right tn indemnification for these liabilities from the setler may be subject to negotinted limits nr linits on our abiliy o enforce

indemnifcation rights.

Our rapid growth has placed, and will continuc to place, increased demands on our management, operational and financial information systems and other resourees.
Furthermore, expangions intn new geographic markets and services may require us @ comply with new and unfamiliar legal and regulatory requircmients, which cnuld impose
substantial nbligations on us and our management, cause us to expend additional time and resources, and increase our exposure to penaltics or fines for non-compliance with such
requirements. To nccommedate our past and antigipated future growth, und fo compete effectively, we will need to continug ta improve our mamigement, operational and financiul
infortation systerns and to cxpand, train, manage and motivatc our work force. Qur personnel, systems, procedures or eontrols Tay nat be adequaté to suppert our operations in the
future, Further. focusing our financial resources and management attention on the expansion of our operalions may negatively impact our financial results, Any failure to improve
our management. operational and financial information systems, or to expand, train, manage or motivate our workforee, could reduce or prevent our growth.

Shartoges of surgery-refated products, equipment and medical supplies and quality control issues with such products, equipment and medical supplics could disrupt
our aperations and adversely affect aur case valume, surgical case mix and profitability.

Our operalians depend significantly upon our ability ta obinin sufficient surgery-related praducts, drugs, equipment and medical supplics from suppliers on a timely basis, If
we are unable to obtain such necessary products, ot if we fail to property manage existing inventory levels, the surgical facilities may be unable to perform certain surgeries, which
could adversely affect case volume arresult in a negative shift in surgical case mix. [n addition, as a result of shartages, we could suffer, among ather things, operational
disruptions, distuptions in cash flaws, increased costs and reduetions in profitability. At times, supply shortages have oceurred in our industry, and such shostages may be expected
to recur fron $ime to time,

Medical supplies and services can also be subject to supplier product quality control incidents aad recalls. In addition to contributing to materials shortages, product quality can
affecs patient care and safcty. Material quality coatrol incidents have ocourred in the past and may occur again in the future, far reasons beyond our contral, and such incidents can
negatively impact case volume, product costs and aur reputation. In addition, we may have to incur costs to resolve quality control incidents related 18 medical supplies and services
regardiess of whether they were caused by us. Our inability 1o obtain the necessary amount and quality of surgery-related praducts, equiptnent and medical supplies due to a quality
control incident or recall could have a materiat adverse effect on nur business, prospeets, results of operations and financial comlition.

24




We face competition for paticnts, physicians and commercial payor contracts.

The healthcare business is highly competitive und each of the individual geogrphic areas in which we operate has a different competitive landscape. In each of our markets we
competc with other healtheare providers for patients and in contracting with commercial payors. In addition, becausc the number of physicians available to uiitize and investin our
facilities is finite, we face intense competition from other surgery cenlers, hospitals, health sysiems and other healthcare providers in recruiting physieians to utifize and mvest in our
facilifies. We are in competition with other surgery cenless, hospitals and healtheare systems in the communilies we serve 1o nitract patients and provide them with the care they

need.

There are alse unaffiliated hospitals in each market in which we operate. These hospitals have established relationships with physicians and payors. [n addition, other
cormpanies either currently are in the same or similar business of developing, acquiring and operating surgical facilities or may decide Lo enter our business. Many of these
companies have greater resources than we do, including fimmeial, marketing, staff and capital resourees. We also may compese with some of these companies for entry into strategic
relationships with healthcare sysiems and healtheare professionals. In addition, many physician groups develop surgical facilities without a corporate partner. In Tecent years, more
physicians are choosing {o perform procedures, inchuding pain management and gastrointestinat procedures, in an office-based sciting rather than in a surgicat facility. If we are
unable 1 compeie cffectively with any of these entitics or groups, we may be unable to implement our busioess strategies successfully and our financial position and results of

operations could he adversely affected.

Campetitien for physicians and nurses, shortages of qualified personnel or other faciors could tncrease our lahor costs and adversely affeet our revenue, profilability
and cash flows.

Our operations are dependent on the effrts, abilities and experience of our physicians and clinical personnel. We compete with other heaithearc providers, primarily hospitals
and other surgical facilitics, in attracting physicians to utifize our surgical facilities, nurses and medical stafT 1o support our surgical facilities, recruiting and retaining quaiified
management and support persennet responsible for the daily operations of each of our Facitities and in contracting with managed care payors in cach of our markets. In some
markets, the tack of availability of elioical personnel, such as nurses, has become a significant operating issue facing all healthcare providers. This shorlage may require us to
contine 1o enhance wages and benefils 1o recruit and retain qualified personnel or 1o contract for more cxpensive temporary personnel, For the year-cnded December 31, 2016, our
salary and benefit expenses represented approximately 31% of our revenue. We also depend on the available labor pool of semi-skitied and unskilled workers in each of the markets

in which we operate.

[f our labor costs inceease, we may 1ot be able to raise rates to offset these increased costs. Because a significant percentage of our revenue consist of fixed, prospective
paymicis, our ability to pass along increased Iabor costs s fimited. In particular, if labor costs Tise at an annual rate greater than our net annugi consumer price index hasket update
from Medieare, our results of operations and cash flows will likty be adversely affected. Any union activity at our facilities that may occur in the future could contribute to
increased tabor costs, Certain proposed changes in federal labor laws and the National Labor Relations Board’s modification of its clection pracedures could increase the likelihood
of cmpleyee unionization attempts. Aithough none of our employees are currently represented by a collective bargaiaing agreement, to the extent a signilicant portion nf our
cmployee base unionizcs, it is possible our lahor costs coutd increase materiatly. Our failure to recruit and retain qualified management and nedical personnel, ot to control our labor
costs, coukd have & maserial adverse effect on our business, prospeets, results of operations and linancial condition.

Some jurisdictions prectude us from cntering into non-compete agreements with our physicians, and nther nen-compcete agreements and restrictive covenants
applicahle to certnin physicians and other ciinical employees may not be enforceable.

We have contracts with physicians and other health professionals in many states. Some of nur physician services contracts, as well as many of our physician services contracts
with hospitals, inchide provisions preventing thesc physicians and other health professionals from competing with us both during and after the term of our contraet with them, The
law goveming non-compete agrecments and other forms of restrictive covenants varies from statc to state. Some jurisdictions prohibit us from entering inlo non-compete
agreements with our professional staff. Other stales are reluctant to strictly enforce non-compete agreements and Testrictive covenants against physicians and other healthcare
professionals. Therefore, therc can be no nssuranee thal our noR-compéte agreements related to employed or otherwise contracied physicians and other health professionais will be
enforecable if challenged in cortain states. In such event. we would be unable to prevent former employed or otherwise contracted physicians and other heatth professionals from
competing with us, potcntially resulting in ihe loss of some of our hospital contracts and other business. Additenally, certain facilitics have the right to cinploy or engage our
providers afler the lermination or expiration of our contract with those facilitics and cause us not o enforee our non-compete provisions related to those providers.

We may become involved in litigation which could negatively impact the value of our business.

From time-to-time we are invelved in lawsuits, claims, audits and investigations, including these arising ot of services provided, personal injury claims, professional liability
clnims, billing and marketing practices, employment disputes and coniractual claims. We may become subject to fulure lawsuits, claims, audits and investigations that eould resuit in
substantial costs and divert our attention and resources and adversely affect our business condition. In addition, since our current growth strategy includes acquisitinns, among ather
things, we may become cxposed to Icgal elaims for the activities of an acquired business prior to the acquisition, These lawsuits, claims, audits or investigations, regardess of their
merit or outcome. may also adversely affeet our reputation and ability to expand our business.

In addition, from tine to tinc we have reccived, and expect 10 ¢continue 1o receive, correspendence from former employees terminated by us who threaten to bring claims
against us alleging that we have violated one er more labor and employment regulations. In certain instances former employces have brought claims ngainst us and we expect that
we will encounter Similar actions against us in the future, An adverse outcome in any such lifigatinn could require us to pay contraciual damages, compensatory damages, punitive
damages, attomeys’ fees and costs.
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If we become subject to iarge malpeactice or other legal chaims, we could be required to pay significant damages, which may not be covered by insvranee.

In recent years, physicians, hnspitals snd other healthcare providers have become subject tn an increasing number of legal actions alteging mulpractice, product Hability or
related legal theorics, Many of thesc actions involve large monetary elaims and significant defense costs. We also owe certain defense and indemnity obligations to our officers and

direciors.

We maintain liability insurance in amounts that we believe are eustomary for the industry. Currently, we maintain professional iability insunuce that pravides coverage on a
claims-made basis of $£.0 million per occurrence with a Tetention of $100,000 per oceurrence and $3.0 million in annual aggregate coverage per surgicul facility, inchuding the
facility and employed staff. We maintain general liability insurance that provides coverage nn a occurrence basis nf $1.0 million per occurrence with 4 rerention nf $25,000 per
occurrence and $3.0 millinn in annual nggregate coverage per surgical facility. We also maintain business interruption insurance and property damage insurance, as welt g5 an
additionat umbrella liability insurance poliey in the aggregate amount of $33.0 million, Cnverage under certain of these policies is eontingent upon the policy being in effect when a
¢luien is made regardless of when the events which caused the claim occurred. In addition, physicians who provide professional services in nur surgical facilitics are required to
mmaintain sepamte malpractice coverage with similar minimum coverage limits. We also maintain a directors® and officers’ insurance policy, which inseres our directors and officers
against unindemnified Josses arising from certain wrongful aets in their capucities as direetors and officers and reimburses us for those losses for which we have lawfully

indernified the directors and officers.

This insurance eoverage may not cover all elaims against us, Insurance coverage may not continue to be avaitable at a cost aliowing us to taintain adequate tevels of insurance.
If one or more suceessful claims against us were not covered by or exceeded the coverage of our insurance, our financial condition and results of nperatians could be adversely
affected. Our business, profitability and growth praspects could suffer il we face negative publicity nr we pay damages or defense costs in connection with a efaim that is owside
the scope nr limits of coverage of any applicable insurance coverage, ineluding claims related to adverse paticnt evens, contractuat disputes, professional and gencrai liability, and

directors” and officers’ duties.

1 addition, if our cosls of msurance and claims increase, then our eamings could decline. Market rates for insurance premiums and deductibles have been steadily increasing.
Our earnings and cash Nows coutd he materiatly and adversely affected by any of the following:

+  the collapse or insolvency of our insurance carriers;
+  further increases in premiums and deductibles;
»  increases in the mmber of liability claims against us or the cost of settling or trying cases related to those claims; or
+  an inability to obtain onc or more types of insurance on acecptable terms, if at alk.
Financial pressures on patients, and current and future economie condition, may adversely affect our valume and surgical ense mix,

Even as the U.S. econumy shows signs of sustained, if modest, growih, many individuals throughout the country conlinue ta experience difficult finaneial conditions, Our case
volume and surgical ease mix may be adversely affected by patients’ unwillingness to pay for procedures in our facitities. Higher numbcers of unemployed individuals generally
transkates into mare individunls without heattheare insurance to help pay for procedures, thereby increasing the potential for persons to cleet not n have procedures performed. Even
procedures normally thought to be non-¢lective may be delayed or may nat be performed if the patient cannot afford the procedure due 10 a lack of insurance er moncy 1o pay their
portion of our facilitics” fee. Although we have taken steps to minimize the impact of these conditions, i is diffieuli to predict the degree in which nur business will continue 1o be
impacted by such ennditions or the course of the economy in the future,

1n addition, the diffieult conditions of the 13.S. economy have adverscly affected and eould continue to adverscly affoet the budgets of individual siates and the federal
govemment, which has resulted in and could continue to result in attempts to reduce payments made to us by federal and state govemment healthcare programs, including Medicare,
military services, Medicaid and workers® compensation programs, a reduction in the scope of services covered by those programs and an inercase in taxes and assessments on our
sctivities, Additionatly, even though the Supreme Court upheld an IRS rul extending tax credits (o individuals purchasing health insurance under the A ffordable Care Act through
federally eswhlished exehanges in its decision in King v. Burwell, there continues to be uncertainty regarding the firture implementation of the A ffordable Care Act, and any such
result could adversely affect our business by exacerbating the finaneial pressures on patients, leading them to further delay or cancel non-emergency surgicel procedures.

Our surpdeal facilities arc sensitive to regulatory, economic and other conditions In the staies where they are located. In additiun, three nf" gur surgicai Mactlittes account
fnr s significant portion of our patient service revenue.

Our revenue ure porticulurly sensitive to regulatory, economie and other conditinns in the states of Florida and Texas. As uf December 31, 2016, we owned and operated five
consolidated surgicul fucitities in Texas and 23 consolidated surgical fucilities in Fiorida. The Texas facilities rcpresented approximutely 10%, | 1% and §3% of our revenue during
the years ended Decernber 3t, 2016, 2015 and 2014, respectively. The Florida facilities represented upproximately 13%, 15% and 14% of our revenue during the years ended
December 31, 2016, 2015 and 2014, respectively,

in addition, our surgical hospital in Idahe Falls, Tdsho represented 20%, 19% and § 7% of eur revenue during the years ended December 31, 2006, 2015 and 2014,
respectively. This surgical hospital also provides aneillary services, including physieian practices, radiation oncology and anesthesia scrvices, [€ there were an adverse regulatory,
cconomic o other devclopment in any of the states in which we have a higher concentration of facililics, inciuding idaho, our case vrlumes could deeling in such states or there
could be other uminticipated adverse impacts on our business in those states, which could have a material adverse effect on our business, prospects, resuils of operations and

financial condition,
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If any of our existing healtheare focilities lose their accreditatian status or any of our new facilltles foil to recelve accreditation, such facllities could become ineligible to
recetve reimbursement untder Medicare or Medicaid or other third-party payors.

The eonstruction and operation of healthears facilities are subject to cxtensive foderal, statc ond local regulation relating to, among nther things, the adequacy of medicat care,
equipment, personnel, opernting poiicies and procedures, fire prevention, rate-setting and compliance with building codes and environmental protection. Additionally, such facilities
are subject to perindic inspection by government authorities and accreditation organizations 1o assure their continued compliance with these varinus standards.

Al of our facilitics are deemmed certified, meaning that they are accredited, properly licensed under the relevant stle laws and regulations and certified under the Medicare
program or are it the process nf applying for sueh acereditation, licensing or certificotion. The effect of maintaining certified facilities i to allow such facilities to participate in the
Medicare and Medicaid programs. We believe that all of our facilities are in material compliance with applicahle federal, state. local and other relevunt accreditation and certification
regulations and standards. However, should ony of our healthcare facilities lose their deemed certified status and therchy lose eertification under the Medicare or Medicaid
programs, such facilitics would be unoble to receive reimbursement from cither or both of those programs, and possitly from nther chird-party payors, and our business could be

materially adversely affeeted.

Certain of our partnership and operating agreements contain provistons giving rights to our partners and other members that may be adverse to our inferests,

Ceriain of the agrecments gaverning the limited partnerships ("LPs™), general partnerships ("GP™) and limitod liabitity companies {"L1.Cs") through which we own and operate
our facilities contwin pravisions thot give our partners or other members rights that may, in certain circumstinces, be adverse to our interests. These rights include, but are not limited
to, rights to purchase our inferest in the partnership ot LLC, rights to require us to purchase the interests of our pariners or other members, nr rights requiring the consent ol our
parmers and other members prior to nur transferring our ownership mterest in a facility or prior tw & change i contral of us or cerlain of our subsidiaries. With respeet to these
purchase rights, #he agreements generslly inelude a s peeified formuta or methodology to determine the applicablc purchase prigc. which may or may nnt refleet fair market value.

Additionally, many of our partnership and operating agreements contain restrictions oa sctions that we can tzke, even though we may be the general partner or the managing
member. Examples of these restrictions include the rights of our partmers and other members to approve the sale of substantially oll of the assets of the partnership or LLC, to
dissolve the partmership nr LLC, 10 appoint a new or additional general partner or managing member and to amend the partnership or operating agreements, Many of our agreements
also restrict our ability in certain instances to compete with our existing facilities or with our partners. Where we hold only a limited partner or 2 non-managing member interest, the
general parmer or managing member may take certain actions without our consent although we typically have certain protective rights to spprove major decisions such as the sale of
substantially all nf the asscis of the entity, dissolution of the partnership or LLC and the amendment of the partnership or operating agreement. These management and governance
rights held by our partners and nther members limit and restrict our ability to make unilateral deeisions about the management and operation of the facilities without the approval of

our pariners and nther members,

We may have & special lego! respnnsibility to the balders of ownership Interests in the entities through which we own nur factlitles, which may conflict with, sad
prevent us fram neting solely In, nur own best interests or the Interests of our stockholders.

We gencrally hold our ownership interests in facilities through mited or genernl partnerships, LLCs or limited liability partnerships ("LLPs™) in which we maintain an
ownership interest along with physicians and, in some cases, physicians and health systems. As general parmer and manager of most of these entities, we may have a special
responsibility, knnwn as a fiduciary dufy, 1o manage thesc cntities in the best interests of the other owners. We alse have a duty to operate our business for the benefit of nur
stockholders. As a result we may encounter conflicts between our responsibility to the other gwncers and nur responsibility to our stockholders, For example, we have ctered into
management agreements o provide management services to our surgical facilities in exchange for a fee. Disputes may arise as to the nature of the services o be provided or the
amount of the fee to be paid. In these cases, we may be obligated to exercise reasonable, good faith judgment to resobve the disputes and may not be free to act solely in our owr
best interests nr the stockholders best interest, Disputes may also arise between us and our physieian investors with respect to & particular business decision or regarding the
interpretation of the provisions of the applicable partnership ot limited linbility company agreement. We scek to avoid these disputes but have not implemented any measurcs o
resolve these conflicts if they arise. 1T we arc unable to resolve a dispute on tens fivorable or satisfaelory to us, it cnuld have a muteria) adverse effect on our business, prospeets,
results of operations and financial condition,

Growth of patient receivahles or detertorntion in the ability to colicet on these accounts, ducto ehanges in economic conditions or otherwisc, could have n material
adverse effeet nn our business, prespects, results of operations and financiai condition.

The current practice of providing medical services in advance of payment or. in many cases, prior to assessment of nbility to pay for such services, may have significant
negative impact om our revenue, bad debt expense and cash flaw. We bill nurmerous and varied payors, such as self-pay patients, managed care payers and Medicare and Medicaid.
These different payors typically have different billing requirements that must be satisfied prior to recciviag payment for services rendered. Reimbursement is typically conditioned
on our documenting mcdical necessity and correctly applying diagnosis codes. Incorrect or incomplete documentation and billing information eould result in non-payment for
scrvices rendered. The primary collection risks with respect to our patient receivables refate to patient accounts for which the primary third-party payor has paid the amounts covered
by the applieable agrecment. but patient responsibility amounts (deductibles and co-payments) remain outstanding.

Additional factors that could complicate our billing include:
+  disputes between puyors as 10 which party is responsible for payment;

«  failure af information systems and processes to submit and collect claims n a timely manner;
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«  variation in coverage far simikar services among various payors.
«  the difficulty of adherence 1o specific compliance requirements, diagnosis codiog and other procedures mandaicd by various pavors; and
+  faiturc to obtain proper physician credemialing and documentatian in order to bili various payors.

We provide for bad dehts principally based upon the type of payor and the age of the reccivables. Our allowance for doubtful accounts at December 31, 2016 and 2015,
represented 12% and 9% of our accounts receivable balance, respectively. Due to the difficulty in assessiog futre trends, meluding the effects of changes in ceonomic conditions,
we could be required 10 iocrease our provision for doubtful accounts. An inerease in the amouot of patient receivables or a deterioration in the collectability of these accounts eould

have a materinl adverse effect 0o our business, prospects, results of operations and financial eondition.
We depend on our senfor management, snd we may be ad versely affected if we lose any member of our senfor management.

Because our senior management has been key fo our growth and success, we are highly dependent on our senior managensent, including Michael Doyle, our Chief Executive
Officer, and Tercsa Sparks, our Exceutive Viee President and Chief Financial Officer. We do not maintain “key man” life insurance policics oo any of our officers. Competition for
senior management generally, and within the healtheare industry specifically, is intense and we may nol be able ta recruit and retain the personnel we need if we were ta lose an
existing member of senior manageneny. Because our senior management has contributed greatty to our growth since inceptiun, the loss of key managemet personnel, without
adequate replacements, or our inability to attract, retain and motivate sufficient numbers of qualified management personnel could have a marerial adverse effect on our financial

condition and results of operstions.
The loss of eertain physiclans can have a disproportionate impact on certain of our facllites.

Generally, the top referring physicians within each of our faciiities represent a large share of our revenue and admissions. The loss of one or more of these physicians, even if
temparary, could cause a material reductioo in our revenuc, which could take signifieant tme to replace given the difficulty aad cost associated with recruiting and retaining

physieians.
We may write-off intanpible assets, such as goadwill.

As a result of purchase acesunting for our varieus acquisition transactions, our batanee sheet at December 31, 2016 contained intangible asscts designated as cither goodwill or
intangibles totaiing approximatcly $1.6 billion in goodwill and approximately $48.0 miflion in intangibles. Additianal acquisitians that result in the recognition ni additionat
intangible assets would cause an increase in these intangible assets. On an ongaing basis, we evaluale whether facts and circumstances indicate any impaimment of the value of
intangible asseis. As cireumstances change, we cammnt assure you that the value of these intangible asscts will be realized by us. If we determing that a significant impainnent has
occurred, we will be required to write-off the impaired portion of intangible assets, which could have a material adverse effect on gur results of aperations in the period in which the

write-ofT octurs.

Our substantial icverage could ad versely affect our ability ta raise additional capital to fund our aperations, limit aur sbhity to react to changes in the economy or our
industry, cxpose us fo inierest rate risk to the extent of our variable rate debt and prevent us from meeting our obligations under aur outstandng [ndebtedness.

As of December 31, 2016, we had total indebicdness of approximately $1.0 billion under our $950.0 million senior secured first lien term loan (the “First Lien Term Loan™),
which includes $150.0 millioo under a revalving credit faeility (the *Revolver”) of which appmximately $6i.9 million was available, and $400.0 million senior unsecured notes (the
“Senior Unsecured Nates™ and, logether with the First Lien Term Loan and the Revotver, the “Term i.oans and Revolving Facility™), where our subsidinry, Surgery Center
Holdings, Inc., is the borrawer. In addition, subject 1o the restrictions in our Term ioans and Revolving Facility, we may incur significant additional indebtedness, which may be
secured, from timc to time, whieh could have important consequences, including:

+  making it more difficult for us to satisfy our obligations with respect to our indebtedness, and any faiture to comply with the obligations under any of sur debt
instruments, including restrictive covenants, could result in an event of default under sueh instraments;

= making us more vulnerable ta adverse changes in genetal economic, industry and competitive conditions and adverse changes m govemment regulation;

+  [imiling vash flow available for general corporate purpases, including capital expenditures and acquisitinns, because a substantial portion of our cash flow from operatians
mus1 be dedicated to servising our debt;

«  limiting our ability to obtain additional debt financing in the future for workiog eapital, capital cxpenditures or acquisitions:
+  limiting our flexibility in reactiog to competitive and other changes io our industry and economiic conditinos generally: and

+  expusiog us to Aisks inherent in interest rate fluctuations because some of our borrowings will be at variable rates af injerest, which could result io higher ioterest expense
in the event af increases in interest rates.

Our ability to pay or 18 refinance our indebtedness will depend upon our future operating performanee, which will be affected hy general ecanomic, financial, competiiive,
legislative, regulalury, business and other factors beyond our control.

Restrictive covenants in our debt instruments may adversely affect us.

Our Term Loans and Revolving Facility contain various covenants that limnit, among other things, our ability and the ability of our restricted subsidiaries to:

«  incur additional indebiedness;
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«  make certain distributions, investments and other restrieted payments;

+  dispose of our asseis;

+  grani licns on our assets:

+  cngage inirmnsactions with affiliates;

«  merge, consolidate or transfer substantially all of our assets; and
+  make paymeits to us (in the case of our restricted subsidiaries).

Tn addifion, gur Term Loans and Revolving Facility contain other and more restrictive covenants, including covenants requiring us to maiauain specified financial ratios
triggered in certain situations and fo satisfy other finonciat conditinn tests. Our sbility ta meet those financial ratios and tesis can be affected by events beyond our control, and we
cannot assure you that we will continuc to mest those tests. A breach of any of these covenants could result in a default under our Term Loans and Revolving Facility. Upon the
occurrence of an event of default under our Term Loans and Revolving Facility, the lenders could clect i declare all amounts outstanding under our Term Loans and Revolving
Fneility to be immediately due and payable and terminate all eommitments to extend further eredit. If we were unable to repay thosc amounts, the lenders eould proceed ngainst the
collateral granted to them 1o secure that indcbtedness. We have pledged subsinntially alt of our assets, other thun assets of our non-guarantar subsidiaries, s security under our
Term Loans and Revolving Facility. Tfthe lenders under our Torm Loans and Revolving Facility accelerate the repayment of borrowings, we cannot assurc you that we will have
sufficient assets to repay our Term Loans and Revolving Facility and our other indebtedness.

We cannot assurc you that our business wilk generate sufficient cash flow from operations, that carrently anticipated revenue growth and operating inprovements will be
realized or that future borrowings will be available to us under our Ternm Loans and Revolving Faeility in amounts sufficient t enable us to pay our indebtedness, or 1o fund our
ofher Tiquidity needs. [T we are unable 1o meet our debt service obligations or fund cur other liguidity necds, we eould attempt 1o restructure or refinance our indebledness or seek
additional equily capital. We eannot assure you that we will be able to accomplish those actions on satisfactory tenns, ifatall.

Desplte our current indebtedness [evels, we und our subsidiaries may still be able m incur substantiaily mare debt, which could further exacerbate the risks associated
with our substantial leverage.

We and our subsidiarics may be able 10 incur subsiantial additional indcbtedness in the future, ineluding secured indebledness. Although the credit agreements governing our
Term Loans and Revolving Facility contain restrietions on the incurrence of additional indebtedness, these restrictions are subject to a number of significant qualifications nnd
exceptions, and the indchtedness incurred in compliance with these restrictions could be substantial. In addition, as of December 31, 2016 we had approximately $61.9 million
available for additional borrowings under our Revolver, all of which is permitied to be incurred under the credit ogreement goveming our Term Loans and Revolving Facility. If
new debt is added (o aur or our subsidiaries’ current debt fevels, the related risks that we face would be increased.

To service nur Indebtedness, we will require a significant amount af cash. Our ability to generate cash depends on many facters beyond our controk, and nny failure ta
meet our debt service obligatlons couid have a material adverse effect on aur business, prospects, results of operations and financlal conditian,

Our ability to pay interest on and principal of our debt obligations principally depends upon our operating performance. As a result, prevailing economie conditions and
finaneinl, business and other factors, many of which are beyond our control, wilt affect our ability to make these payments.

In addition, we eonduei our operatons through our subsidiaries. Accordingly. repayment of our indebtedness is depeadent on the peneration of cash flow by our subsidiaries
md their ability to niake such cash available tn us by dividend, debt repayment or otherwise. Qur subsidiarics may not be able to, or may not be permitted te, makc distributions to
enable us 0 make payments in respeet of our indebiedacss. Each of our subsidiarics is a distinet legat entity and, uacler certain circumstances, legal and contractial restrietions may
limit our ability 1o obtain cush from eur subsidiaries, In particular, the constituent documents goveming many of our non-wholly owned subsidiaries limit, under certain
eircumstances, our ability to sccess the cash generated by those subsidiaries in a timely manner.

1f we do aot generatc suffieient cash flow from operations to satisfy cur debt service obligatinns, we may have to undertake alternative financing plans, such as refinancing or
restrueturing our indebtedness, selling assets, reducing or delaying capital investments or capital expenditures or seeking to raise additional capitat. Our ability 10 restructure er
refinance our debt, if at all, will depend on the condition of the capital markets and our finaneial condition at such time. Any refinaneing of our debt could be at higher interest rates
and may require us to comply with more oncrous covenants, which could further restrict our business operations. In addition, the terms nfexisting or future debt instruments may
restrict us from adopting some of these altematives. Our inability to generate sfficient cash flow to satisfy our debt scrvice obligations, or to refinance our obligations at all or on
commercially reasonable terms, could affect our ebitity to satisfy our debt obligations and have a material adverse elfect on our business, prospects, resulls of vperations and
financiol condition.

We are a hatding company with no eperations of our awn,

We are a holding company. and our sbility to service our debt is dependent upon the earnings from the business conducted by our subsidiaries that operate the surgical
facilitics, The cffeet of this structure is that we depend on the eamings of our subsidiaries, and the distribution or payment to us of a portion of these earnings lo meet our
obligations, inchuding those under our Term Loans and Revolving Facility and any of our other debt obligations, The distributions of those earnings or advances or other
distributions of funds by these entities 1o us, all of which are contingent upon our subsidiaries™ eamings, are subjeet to variaus business considerations. Tn addition, distributions by
our subsidiarics could be subject lo statuinry restrictions, iacluding state laws requiring thal such subsidiaries be solvem, or contractual resirictions. Some of our subsidiaries may
betome subject b agrecments that restrict the sake of asscts and significantly restriet or prohibit the payment of dividends or the making of distributians, loans or other payments 1
stockhniders, partners or memhers.
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We make significant loans to, and are generally liable for debts aad other obligations of, the partnerships and limited liability companies that own and operate some of
our surgteal facilitics.

We own and operate our surgical facilities through limited partncrships and limited liability companies. Local physicians, physician groups and healthcare systems also own an
interest in all but three of these parmerships and [imited liability companies. In the partnerships in which we are the general pariner, we are Tisble for 100% of the debts and other
obligutions of the partmership, even if we do not own all of the parnership interests. For some of our surgieal facitities, indebtedness a1 the parmership Jevet is funded through
intercompany loans that we provide. At December 31, 2016, our intercompany loans tolaled $20.7 million, Through these loans we have a security interest in the partnership’s or
limited Tiability company’s assets. However, our financial condition and results af operations would be materially adversely affecied if our surgical faciliiies are unable 1n repay
these intercompany Yoans, or such loans are challenged under cerain health care laws. Additionally, al December 31, 2016, our plobal intercompany note, which we use tn transfer

debt balunces between our subsidiaries, had a zero balance.

Our Term Louns and Revolving Facility atlow us to borraw funds that we con lend ta the partaceships and limited Tiability companics in which we own an interest. A lthough
mnst of our intercompany loans are secured by the assets of the parmership or limited liability company, the physicians and physician groups that own an inlerest in thesc
partnecships and timited lLiability companics generally do not guarantee a pro rata amount of this debi nr the other obligations of these partiserships and limited fiability companies.

From time to time, we may puarantee our pro-rata share of the third-party debts and other obligations of many of the non-consolidued partnerships and limited liability
companies in which we own an interest, subject to  limit provided in our credit agreements. In most instances of these guarantees, the physizinns and/or physician groups have also
guaranteed their pro-rata share of the indebtedness to secure the financing.

Our variable rate indebtedness subjects us to interest rate risk, which could cause our indehtedness service obligations to Inerease significantly.

Borrowings under our First Licn Term Loan and Revelving Faeility are at variable rates of interest and expose us to interest ratc tisk. If interest rates inerease, onr debt service
obligations on variabte rate indebtedness would increase even though the amount borrowed remained the same, and our net income and cash flows, including eash availahle for

servicing our indebtedness, would correspondingly decrease.

Any refinancing of our debt could be at higher interest rates and may require us to comply with more onerous covenants, which could further restrict our buginess operations.

Qur First Lien Term Loan is o senior sccured first lien obligation of Surgery Center Holdings, Inc. and is guaranteed on a senior secured first priority basis nnd secured by
substantially atl of the ossets, including pledges of equity interests, of Surgery Center Holdings, Inc,, SP Holdeo [, Inc. and the subsidiary guarantors deseribed in the
documentation, which are comprised of materiat wholly-owned non-excluded subsidiaries of Surgery Center Holdings, Inc.

The Company has the option of classifying the First Lien Term Loans and botrowings under the Revolver as cither ABR loans or ED koans. The interest base rmc on an ABR
loan is cqual to the greatess of (1) the Prime Ratc in effect on such day, (b) the Federal Funds Effective Rate in effeet on such day plus 0.50%, and (c) the Adjusted LIBO Rate for
an ED Botrowing with a one-month interest period plus 1.00%; provided that, solely with respeet to the First Lien Term Loans, the bose rate shall not be [ess than 2.00% per
annum. The interost base rate on an ED laan is equai to (x) the LIRO Rate for such Euradotlar borrowiny in effect for such [nterest Period divided by (¥) Onc minus the Statutory
Reserves (if any) for such Enrodotlar Borrowing for such interest period; provided that, solely with respect to the First Lien Terin Loans, the rate shall not be less than 1,00% per

annum. Accrucd interest is payable in arvears on a quarterly basis.
We may be limited in our abiitty to utilize, or may not be able to utiiize, nct operating loss earryforwards to reduce our future tax Hability.

As of December 31, 2016, we had U.S. federal net operating loss (“NDL”) carryforwards of approximatcly $390.6 million and state NOL carryforwards of approximately
$542.7 miltion, whieh may be limited annually due to certain ehange in ownership provisions of Section 382 of the intemal Revenue Code of 1986, as amended (the “Code™). In
addition, as a result of lhe Symbion acquisition, approximately $179 million in NOL carvyforwards ave suliject to an annual Section 382 base limitation of $4.9 million, and, as a
result of the Novamed acquisition, approximately $[7 miltion in NOY carryforwards are subject to an annual Section 382 base limitation of $4.9 million. These limitations, when
combined with amounts altowable due to net unrecognized built in gains. are not expected o impact the realization of the deferred tax assets associated with these NOLs. Our
federal NOL earvyfarwards will begin o expire in 2025 and will completely expire in 2036, and our state NOL carryforwards will begin to expire in 2017 and will completety
expire in 2036, Future ownership changes may subject our NOL carryforwards to further annual timitations, which could restrict our ability to use them m offset our taxable income
in periods following thc ownership chanpes.

Woe cotered into n tax reccivable agreement that will require us to pay to the pre-IPO owners of Surgery Center Holdings, LLC (the " Pre-IPO Owners'™) for eertain tax
benefits, ineluding for tax benefits attributable to pre-1PO NOLs, which amounts are expected o be material.

On Scptember 30, 2015, Surgery Parmers, inc. became the direct parent and sok member of Surgery Cemter Holdings, LLC (the "Reorgnnization"), We indircetly acquired
favorable 1ox nttributes in connection with the Reorganization, These tax atiributes would not be nvailable ta us in the absenee of the consummation of the Reprganization. As part of
the Reorganization, we tittered into a tax receivable azreement {the “TRA”) under which generalty we will be required ta pay to the Pre-1PO Owners B5% of the cash savings, if
any, in U.S. fedural, state or local tax that we actually realize (or are deemed to renlize in certain circumstances) as a result of (i) certain fix wttribues, inetuding NOLs, capitai losses.
churjable deductions, alee mative minimum tax credit carryforwards and federal and staie tnx credits af Surgery Center Holdings, [nc. and its affiliates relating to tnxable years
ending nn ot before the date of the Reorganization (calculated by assuning the taxable year of the relevant entity closes on the date of the Reorganization) thi are or become
available to us and our wholly-
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owned subsidiaries as a result of the Reorganization, and (i) tax benefits attribuluble lo payments made under the TRA. Under the TRA, generally we will retain the benefit of the
remaining 15% of the applicable tax savings. Sec “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Income Taxes and Tax Receivuble
Agreement,”

The petual utilization of the tax attributes that are the subject of the TRA, as well as the timing nf any payments under the TRA, will vary depending upon a number of factors,
including the amouns, character and timing nf our snd our subsidiaries’ taxable income in the future, our use of NOL carryforwards and the portion of our payments under the TRA
constisuting imputed inferest, Limitations on the use of the NOLs may apply, ineluding timitations under Section 382 of the Code.

Payments under the TRA arc not conditioned on the Pre-1PO Owners continuing in own shares of our common stock. Payments under the TRA are expected to give rise to
certain additional tax benefis attributable fo deductions for imputed interest. Any such benefits are the subject of the TRA and wilt increase the amounts due thereunder. In addition,
the TRA provides for interest, at a rate cqual to LIBOR plus 300 basis points, accrued from the due date {without cxiensions) of the correspending federal, state or local tax return
to the date of payment specified by the TRA. Payments under the TRA will be based on the tax reporting positions that we determine, consisicnt with the tenms of the TRA. We will
not be reimbursed for any payments previously made uader the TRA if the utilization of any tax attributes that are the suhject of the TRA are subsequenily disallowed; if it is
determined that excess payments have been made under the TRA, certain future payments, if any, ntherwise tn be made will be reduced. As a result, in certain circumstances,
payments could be made under the TRA in excess of the benefits that we actually realize in respect of the atiributes to which the TRA relates.

We expect the payments we will be required to make under the TRA will be suhstantial. It is also possible we will be required to make withtunlding tax paymenis in respect of
one or more Pre-IPO Owners. Because we are a holding company with no eperations nf our own, our ability 1o make payments under the TRA is dependent on the ability of our
subsidiaries fo make distributions te us. The TRA restricts our and our subsidiaries” ability tn enter into any agreement or indenture that wnuld restrict nr encumber our ability to
make payments under the TRA. To the extent that we 2re unable te make paymens under the TRA . and such inahility is a result of the terms of credit agreements and other debt
documents that are materially more reslrictive than those existing as of the date of the TRA, such payments will be deferred and will acerue interest at a rate of LIBOR plus 500
basis points until paid. I the terms of such credit agreements and other debt documents cause us to be unable to make payments under the TRA and such terms are not materially
mmre restrictive than those existing as of the date of the TRA, sueh payments will be deforred and will eocrue interest 21 a raic nf LIBOR plus 300 basis points until paid. There can
be no assurance that we will be able o finance our obligations under the TRA in a manner that does net adversety affect nur working capital and growth requirements.

The TRA contains provisians that require, in certain cases, the acceleration af payments under the TRA to the Pre-IPO Owners, or payments which may significantly
excecd the actual henefits we realize in respect of the tax attributes that are the subject of the TRA.

The terms of the TRA will, in certain circumstances. including ecriain changes of control, divestitures. ar breaches of any maerial obligations under it (such as a failure tn
tnake any payment when due, subject to 2 specificd cure period), provide for our {or our successor’s) obligations under the TRA 50 accelerate and become payable in a lunip sum
amount equal to the present value of the anticipated future tax benefits calculated based on ceriain assumptions, inchuding that we would bave at such time sufficient taxable income
1o fully utilize the 1ax atiributes that are the subject nf the TRA. Additionily, if we or any nf our subsidiaries transfers any gsse1 1o a corporation with which we do not file a
consolidated tax retum, we will be treated as having Sold thnt asset in a taxable ransaction for purposes of determining certain amounts payable pursuant to the TRA. As a result of
the foregoing, {i} we could be required 1n make payments under the TRA that are greater than or less than the specified percentage of the actual tax savings we realize in respoct of
the tax attributes that are the subject of the TRA and (i} we may be required 1o make an immediate lomp sum payment equal 1o the present value of the anticipated future tax savings,
which payment may be made years in advance of the actual realization of such future benefits, if any sueh benefits are ever realized. In these situatinns, our obligations wnder the
TRA could have a substantial egative impact on our liquidity and could have the cfiect of adversely affecting our working capitat and growth, and nf delaying, deferring or
preventing certain mergers, asset sales, other forms of business combinations or other changes of control,

Unanticipated changes in effective fax rates or adverse outcames resulting from examnatizn of nur incame ar ofher tax returns cauld adversely affect our financizl
canditinn and results of operations,

We are subject In income taxes in the United Staics, and our domestic 1ax liabililics are subject tn the ublocation of cxpenses in differing jurisdictinns. Our future effective tax
rafes could be suhject 1n volatility or adversely affected by a number of facters, including:

«  changes in the valuation nf our deferred tax asscis and lahilities:

«  expecled timing and amount of the release of any tax valuation allowances;
+  tax effects of equity-based cempensation;

«  cnsts related 1o intercompany Testructurings;

«  changes in tax laws, regulations or inlerpretations thereof, or

+  lower than anticipated futurc eamings in jurisdictions where we have Inwer statutory tax rales and higher than onticipated future carnings in jurisdictions where we have
higher statutory tax rates.

1n addition. we may be subject tr audits of our income, sales and other ransaction taxes by U.S. federal, state ond Incat authoritics, Owtcomes from these audits could have an
adverse effect on our financial condition and results nf operatinns.

Our facilitles may be adversely impocted by weather ond other factars beyond cur conteml, and dlsruptions in our disaster recovery systems or managemtent continuity
planning could limit our obility to opernte our buginess effectively.
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The financinl results of our facilities may be negatively impacted by adverse weather conditions, such as tomadoes, earthquakes and hurricanes, or other factors beyond our
control, such as wildfires. These weather conditions or other factors could disrupt patient scheduling, displace our patients, empleyees and physician partners and force certain of
our facilities to cInsc temporarily or for an extended period of time. In certain markets, we have a large concentration of surgery conters that may be simultancously affected by
adverse weather condition or events beyond our control,

White we have disaster recovery systems and business continuity plans in place, any disruptions in our disaster recovery systems or the failure of these systems to operatc as
expected could, depending on the magnitude of the problem, adversely affect our operating resuls by limiting our capacity 1o effectively monitor and control our operatinns. Despitc
our implementation of « variely of sccurity measures, our technology systems could be subject 1o physical or electronic break-ins, and simitar disruptions from unauthorized
tampering of wenther related disruptions where our headquarters is located. In addition, in the even that a significani number of our management personnel were unavailable in the
event of a dispsier, our nbility 1o effectively conduet business could be adversely affected.

Risks Related to Government Repulatien
We cannof predict the effect that heoltheare reform and other changes in government progroms may have nn nur business, financiol condition or results of operatinns.

The Patient Protection und A (Tordable Care Act, as amended by the Health Care and Education Reconcilistion Actof 2010, or collcetively, the Affardable Cure Act,
dramatically alter he United States healthcare system and are intended to decrease the aumber of uninsured Americans and reduce overall healthcare costs. The Afforduble Care Act
altempls to pchieve these poals by, among other things, requiring most Americans to obtain heafth insurance, expanding Medicare and Medicaid eligibility, reducing Medicare al
Medicaid paymems, expanding the Medicare program’s use of value-based purchasing programs, iying hospital payments to the satisfaction of certain quality critenia, and bundling
paymenis fo hospitols and other providers. The A ffordable Care Act also contains a number of measures that are intended tn reduce fraud and abuse m the Medicare and Medicaid
programs, such as requiring the vse of Recovery Audit Contractors ("RACSs”) in the Medicaid program expanding ihe scope of the federal False Claims Act and generally
prohibiting physician-owned hospitals from adding new physician owners or increasing the aumber 0fbeds and nperating rooms for which they are licensed. The Affordable Care
Act provides for additional enforcement ols, cooperation between agencies, and funding for enforcement. Since their cnastment, the Affordable Care Act has been subject to &
number of challenges 1o its constitutionality. On June 28, 2082, the United States Supreme Court upheld chalienges to the constitutionality of the “mdividual mandate” provision,
which genemlly requires al! individuals to purchase healthcare ingurance or pay a penalty, but struck down as uneanstitutinnal the provision that would have allowed the federal
govemment {0 revoke al! federal Medicaid funding to any state thar did not expand its Medicaid program. As a result, many staies have refused o exiend Medicaid eligibility to
more individuats as envisioned by the law, Other legal ehallenges are pending.

Initiatives in repeal the A fordable Care Aci, in whele or in part, 1o delay elements of implementatinn or funding, and to offer amendments or supplements o mndify is
provisions have been persistent and may incresse as a result of the 2086 election. The ultimate outcomes of legislaive atempts 1o repeal or amend the Alfordable Care Aet and tegal
challenges to the Affordable Care Act arc unknown. Resulis of recent Congressional elections and the change nf Presidential administrations beginning in 2017 eould ereate
political enviromment in which substantial portions of the A ffordable Care Act are repealed or revised. Specifically, President Donald Trump's 100 Day Action Plan ealls for full
repeal of the Affordable Care Actand its replacement with health savings accouals, eross-states sales of health insurance, and modifications 1o state-managed Medicaid programs.
Nevertheless, prospects for rapid enactment of radical change in the health care regulatery landscape arc not ¢lear. and President Truinp has indicated thai certain provisians of the
Affordable Care Act, such as provisinns restraining the sbitity of insurers to deny or limit coverage based nn pre-cxisting conditions or mandating thai parents have the ahility to
extend insurance coverage tn their children unti) they fumn 26, should be preserved. On March 6, 2017, Republican eadership in the House of Representatives introduced legislation
thal would repenl substantial portions of the Affordable Care Act, inchiding the individual mandate. The legislotinn would eliminate health care exehanges and would replace means-
tested insurance premium subsidies with age-adjusted tax eredits. The legislation would also limit federal funding svaitable for the Affordable Care Aet's Medicaid ex pansion aod
transition federal Medicaid funding to a per-capita cap basis by 2020, 11 remains unclear what portions of the A finrdable Cnre Act may temain, or what any replacenten or
alternative programs may he ereated by any Juture legistation. Any such future repeal or replaccinent may have significant impnet on the reimbursernent for healthcare serviees
generally, and may create reimhursement for services competing with the services offered by the Company. Accordingly, there con be niv assurance that the adoption of any fuiure
federal nir state healtheare reform legislation will not have a negative finaneial impact on the Company.

Moreover, other legislative changes have also been proposed and adopted since the Affordahte Care Act was enacted, On Augusi 2, 2011, the Budget Control Act of 2011,
smeng other things, ereated measures for spending reductions by Congress. A Joiat Select Committee on Deficit Reduction, tasked with recommending a targeted deficit reduction
of o least $1.2 trillion for the years 2013 through 2021, was unable to reach required goals, thereby triggering the legistation’s automatic reduction to several sovemment programs.
This included nggregite reductions 1o Medicare payments to providers of 2% per fiscal year, which went into cffect on April 1, 2013 and, due 1o subsequent legislative
omendments, will remain in effeet through 2025 unless additiona! Congressional action is taken. On January 2, 2013, President Obama signed into law the American Taxpayer
Relicf Aet of 2012, which, among other things, further reduced Medicare payments fo several praviders, including hnspitals, imaging centers and cancer treztment centers, and
increased the statute of limitations period for the govemment to recover overpayments to providers froin theee tn five years. Thesc new laws may result in additional reductions in
Medicare and ather health care funding, which coutd have a material adverse effect on nur financial operations,




If we fall to comply with or otherwise incur liabilities under the numerous federal and state Isws and regulations relating to the operation nf our facilities, we cnuld
Incur significant penalties or other costs or be required to make significant changes to our operations.

The healtheare industry is heavily regulated and we are subject to many laws and regulations af the federal, state and Jocal government levels in the markets in which we
operate. These laws and regulatians require that our facilities meet various licensing, accreditation, eertification and other requirements, including, but nat limited ta, those relating to:

+  ownership and control of our facilities;

«  pperating policies and procedures;

= qualification, training and supervision of medical and support persons;

»  pricing nf, hilling for and coding of services and properly handling overpayments, debt collection practices and the submission of false statements or claims;
+  the necessity, apprupristeness and adequacy of medical care, equipment, personnel, &perating policics and procedurcs; maintenance and prescrvation of medical records;
- finaneial arrangements between referral sources and our facilities;

= the proteetion of privacy, ineluding patient and credit card information;

+  screening, stabilization and transfer of individuals who have emergeney medicai conditions and provision of emergency services,

+  antitrust;

< building codes;

+  workplace health and safety;

«  licensure, certification and accreditation;

»  fee-splitting and the corporate practice of medicine;

¢ handling of medication;

«  confidentiality, data breach, identity theft and maintenance and proteetion of health-related and other personal information and medical records; and

»  environmental protection, health and safety.

If we fuil or have failed to comply with applicable Jaws and regularions, we could subject ourselves 10 administrative, civil or crininal penalties, cease and desist orders,
forfeiture of emounts owed and recoupment of amounts paid to us by govemmental o7 commerciul payors, loss of licenses necessary to operate and disqualification from Medicare,
Medicaid and ather govemment-sponsored healthcnre programs.

Many of thesc Iaws and regulations have not been fully interpreted by regulalory authorities or the courts, and their provisions are somefimes open 10 a variety of
interpretations. Different interpretations or cnforcement af existing or new laws and regulations could subject cur eurrent praclices to allegatians of impropriety or illegality, or
require us 1o make changes in our operations, facilities, equipmen, personnel, services, capital expenditure programs or operating cxpenses o comply with the evolving rules. Any
enforcement action agninst us, even if we successfully defend against it, could cause us to incur sigoificant legal expenses und divert our management’s attention from the opieration

of our business.

In pursuing our growth strategy, we may seck 10 expand our presence into siates m which we do not eurrently operate. In new geographic areas, we inay encounter laws and
regulations that differ from those applicable to our current operations, If we are unwilling or unable to camply with these legal requirements in 1 cost-effective manner, we may be
unabie to expand into new geographic markets.

A number of initiatives have been propased during the past scveral years o reform various aspects of the healtheare system in the United States. In the future, different
interpretations or cnforcement of existing or new laws and regulations could subject our current practices 10 allegations of mpropricty or illegality. of could require us to make
changes in our facilities, equipment, personnel, services, capital expenditure programs and operuting expenses. 3o addition, some of he governmental and regulatory bodies that
regulate us are considering or may in the future consider enhanced or new regulatory requirements. These authorities may also seek 1o exercise their supervisory or enforcement
nuthority in new or more rohust ways. All of these possibilities, if they occurred, could detrimentally affect the way we conduet our husiness and manage our capital, either of
which, in tum, could have a material adverse effect on our business, prospeets, results of operations and financial condition.

If laws governing the corporte practice of medicing ar fee-splitting change, we may be required to restructure some of our relatianships, which may resultin a
slgnificant loss of revenue and divert ather resources,

The laws of various states in which we operatc or may operaic in the future do net permit business corporations to practice medieine, (o exereise control over or employ
physicians who practice medieine or to engage in various business practiees, sueh as fee-splitting with physicians (i.c., sharing in a percentage of professional fees). The
interpretation and enforcement of these laws vary significantly from state 1o state. We provide management services to a physician network. 1four arrangements with this network
were decmed to vinlate state corporate practice of medieine, fee-splitting or similar laws, or if new laws arc enacted rendering our arrangements iliegal, we may be subject 1o civil
andor eriminal penaltics and eould be required to restructure or termingie these arrangements, any of which may result in a significant loss of revenue and divert other resources.
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11 regulations ehange, we may be obilgated to purehase some or all of the ewnership of our physician partners or renegotiate some of our partnership and operating
agreements with our physicisn partners and management agreements with surgical facilities.

Upon the necurrence of various fundamental regulatory changes or changes in the interpretation of existing regulations, we may be obligaled to purchase all of the ownership of
the physician invesiors in mos! of the parinerships or limited liability companies that own and operate oor surgical facilities. The purchase price that we would be required to pay for
the ownership is typically based an either a multiple of the surgieal facility’s EBITDA, as defined in vor partnership and operating agreements with these surgical facilities, or the
fair market value of the ownership as determined by a third-party appraisal. The physician investors in some of our surgical facilities can require us to purchase their interests in
exclange for cash or shares of our common stock if these regulatory changes oceur, In addition, some of our partnership agreemnenis with our physician partners and management
agreements with sorgical facilities require vs to attempt o renegotiate the agreements upon the occurrenee of various fundamenial regulatory changes or changes in the interpretation
of existing regutations and provide for termination of the agreements if renegntiations are not successful.

Reguiatory changes that could ereaie purchase or renegotiation abligations include changes that:
- make illegal the referral nf Medicare nr other patients 10 mur surgical facilities by physician investors;

+  create a subswntial likelihood that cash distributions 1o physieian investors fram the partnerships or limited liability enmpanies thmugh which we nperate our surgical
facilities would be illegal;

«  make illcgal the ownership by the physician investors of interests in the partnerships or liinited Yiability companies through which we own and operate our sorgical
facilities; or

+  regoire us to reduce the aggregute percentage of physician investor ownership in our hospitals.

We do not control whether or when any of these regulatory events might occur. In the event we arc required tn purchase all of the physiciaas® ownership, our existing capital
resources would not be sufficient for us 1o meet this obligation. These obligations and the possible terminatinn of nur partncrship and management agreements would have a
materisl adverse effect on oor financial condition and resolts of operations.

Our revenue wlil decling if federal or state programs reduce our Medicare or Medieaid payments or if managed care companies reduee reimbursement amounts, In
addition, the financial condition of payors and healtheare cost containment initiatives may limit sur revenue nnd profitabiliry.

For the years ended December 31, 2016, 2015 and 2014, we derived approximately 40%, 38% and 35% of our revenue, respectively, froin govemment payors, including
Medicare end Medicaid programs. The Medicare and Medicaid programs are subject to statutory and regulatory changes. adsninistrarive rulings, interpretations and detenminations
concerning patient eligibility requirements, fuading levels and the method of calculating payments or reimbursements, among other things; requircments for uiilization review; and
federai and staie funding restrictions, any of which could mascrially increasc or deerease payments from these governmen! progmms in the future, as well as affect the timing of
payments to our facilities.

Additionally, the Budget Control Act of 2011 requires that Medieare reimbursement rates be reduced by 2%, which went inte effect in April 2013 and, due to subsequent
legistniive nmendments to the statute, will remain in effect through 2025 unless additional Congressional action is taken.

We cannot predict whether (hese automatic spending reduetions will be rescinded, extended or increased by future legislative action. If thesc autommatie spending reductions are
increased or extended, such action could adversely affect our business, results of operations and/or financial condition.

We arc unablc to predict the effeet of future government healtheate funding policy changes on our nperations. 1f the rates paid by govermmenial payors are reduced, if the scope
of serviees covered by governmental payors is limited or if we, of one o more of our sorgical facilitics, are exchided from participation in the Medieare, Medieaid nr other
government-sponsured henltheare programs, there could be a material adverse effect on our business, financial conditioa, resulis of operatiuns or cash flows,

During the past several years, healthcare payors, such as federal and state governments, insurante companies and employers, have undertaken initiatives to revise payment
methodologies and monitor healthcare eosts. As part of their efforts to contain healthcare costs, payors inereasingly are demanding diseounted fee structures or the assumption by
healtheare providers of all or a portion of the financial risk relating to paying for care provided, often in exchange fir exclusive or preferred participation in their benefit plans. We
expect effons 1o impese greater discounts and more stringent cost controls by povermnent and other poyors to eontinie, thereby reducing the paymenls we reccive for our services,

By way of example, under the Medicare program, physician payments are updated on an annual besis actording o 8 stautory formuka. Because application of the statutnry
formotka for the update factor would have resulted in a decrease in total physieian payments for the past several years, Congress has intervened with interim legislation to prevent the
reductions. In April 2015, however, the Medicare Access and CHIP Reavthorization Act of 2015, or MACRA, was signed into bw, which repeated and replaced the statutory
formula for Medicare payment adjustmeots to physicians, MACRA provides a permanent end to the unoual interim legislative updutes that had previously been necessary to delay
or prevent significant reduetions to payments under the Medicare Physieian Fee Schedule. MACRA extended previous payment rates through June 30, 2015. with n 0.5% updnte
for July 1, 20£S throvgh December 31, 2015, end for each ealendar year through 2019, after which there wilt be a (%% annuat update each year through 2025, [n addition, MACRA
requires the csiablishment of the Merit-Based Incentive Payment System (“MIP5™), beginning in 2019, under which physicians may receive performanee-based payment incentives
or payment reductions based on their performanee with respect to elinical guality, resource usc, clinical improvement activitics and meaningful use of electronic health records.
MACRA also requires Centers for Medicare & Medicaid Services ("CMS"), beginning in 2019, to provide incentive payments for physicians and other eligible professionals that
participate in alternative payment models, such as
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accountable care organizatians, that emphasize quality and value over the traditional volume-based fee-for-service model. [tis unetear what impact, if any, MACRA wilt have on our
business and operaiing results, but any resulting decrease in payment may result in reduced demand for our services.

The amount of our provision for doubtful accounts is based on our asscssments of historical eollection trends, business and economic conditians, trends in federal and state
govemnmental and private cmployer health coverage and other eollection indicators. A eontinuation in trends that results in increasing the proportion of accounts reccivable being
comprised of uninsured accounts and deterinration in the collectability of these aceounts could adversely afTect uur collections of accounts receivable, results of operationg and cash
flows, As enacted, the Affardable Care Act secks t decrease, aver time, the number of uninsured individuals. Speeifically, the Affordable Care Act expands Medicaid eligibility
and provides incentives to employers to offer and individuals to purchase health insurance. 1t is difficult to predict the full impact of the Affordable Care Aet due to pending court
chatlenges, legisiative threats, implementation uncertainty, and its complexity.

Our surgleal facilitics do nol safisfy the requirements for any of the safe harbors under the federal Anti-Klckback Statute. Ifn federal ar state agency asserts &
differcnt position or enncts new laws in (bis regard, we could he subject to eriminal and eivil penallies, lass of licenses and ¢xclusion from governmentsl programs,
which may result in a substantial lass af revenue.

The stattte commeonly known as the feders! Anti-Kickback siatute {the **Anti-Kickback Statute”} prohibits the offer, payment, solicitation or receipt of any form of remuneration
in return for referrals for items or services payable by Medicare, Medicaid, or any other federally funded healtheare program, Additionalty, the Anti-Kickback Siatutc prohibits any
form of remuneration in return Tor purchasing, leasing or ordering, or arranging for or recommending the purchasing, leasing or ordering of items or scrvices payable by Medicare,
Medicaid or any other fedemlly funded healthcare program. The Anti-Kickback Statute is very broad in scope and many of its provisions have not been uniformly or definitively
interpreted by existing case law or regulavions. Moreover, several federal eounts have held that the Anti-Kickbaek Statute can be violated if only one purpose (not necessarily the
primary purpose) of 4 transaction is 1o induce or reward a referral of business, notwithstanding other legitimate purposes. In addition, a person or entity docs not need 1o have actaal
knowledge of the stafute or specific intent to violate it in order to have committed a violation. Moreover, the government may assert thal a claim including items or services resulting
from a violation of the federal Anti-Kickbaek Statute constitates a false or fraudulent claim far purposes of the False Claims Act {discussed below). Vinlations of the Anti-Kiekback
Siatute may result in substantial eivil or criminal penalties, ineluding up 10 five years imprisonment and criminal fines of up to $25,000 and civil penaltics ol up 10 $50,000 for each
violatipn, plus three times the remuneration involved or the amount claimed and exclusion from participation in all tederally funded healthcare prograims, Our exclusion from
partieipation in such programs would have a malerial adverse effect on our business, prospects, results of operations and financial condition. In addition, many of the states in which
wc operate have also adopted Jaws, similar fo the Anti-K ickback Statute, that prohibit payments to physicians in cxchange for referrals, some of which apply regardless of the
source of paymeni for care. These statutes typically impose criminal and civil penaltics, ineluding the loss of a lieense (o do business in the state.

In July 1991, the U S. Depariment of Health and Human Serviees ("HHS"), issued final regulations defining various “safe harbors™ under the Anti-Kickbaek Statute. Business
arrangements thut meet the requirements of the safe harbors are not treated as criminal viokations under the Anti-Kickback Statute. Business arrangements that do not meet the sufe
harbor requiremeénts do not necessarily violate the Anti-Kiekback Statute, but may be subject (o scrutiny by the federal govemment to determine compliance. Twao of the original
safe harbors issued in 1991 apply to business arrangements similar to those used in connection with our surgieal facilities: the “invesument interest™ safe harbor and the “personal

* services and management contracts™ sale harbor, However. the structure of the partnerships and limited liability companies eperating our surgery centers and surgical hospitals, as

well as our various business arrangements involving physicion group practices, do not satisfy all of the requiremenis of cither safe harbor,

On November 19, 1999, HHS promulgated final regulations creating additional sale harbor pravisians, ineluding a safe harbor that applics to physicion ownership nf nr
investment interests in surgery centers. The surgery center safe harhor protects four types of investment arrangements: (1) surgeon owned surgery centers; (2) single specially
surgery cenlers: (3) multi-specialty surgery centers; and (4) hospital/physician surgery centers, Each category has its own requirements with regard to what type of physician may
be an investor in the surgery center. In addition 1o the physician investor, the categories permit an “unrelated” investar, who is a persnn or entity that is 90t in a position to provide
items or services related to the Surgery eenter of its investors. Our business arrangeinents with our surgical facilitics typically consisi of nne of our subsidiaries being an investor in
each partership or limited liability enmpany that gwns the facility, io addition ta providing manngement and other scrviees to the facility. Thercfore, our business amangements with
our surgery centers, surgical hospitals and physieian groups do nef qualify Tar “safe harbor™ protection from govemiment review or prosecution under the Anti-Kickbaek Statute,
however, we altempt to othcrwise streture our surgery centers fo fit as elosely as possible within the safe harbor. When a transaction or relationship docs not fit within a safe
harbor, it does not mean that an Anti-Kiekback Statute violation hns occurred; rather, it means that the facis and circumstances as well as the intent of the parties related to a specific
transaction or relationship must be examined to determine whether or not any illegal conduct has oceurred.

We cmploy dedicated marketing personnel whose job functions include the recruitment of physicians to perform surgery at our facilities. These employees are paid a base salary
plus a productivity bonus. We believe our employment arrangements with these employees are consistent with 2 safe harbor provision designed to protect payments made to
cmployees, However, a governiment agency or privaie party nisy assert a contrary position.

We also enter into lease agreements with physicians from time to time for the rental of space for our surgical Faeilitics, We seek to structure thesc lease agreements so that they
are in complianee with the Ami-K ickback Statule safe harbor provision regarding reat estate leases. However, a government agency o privae parly may asscri a contrary position.
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if any of our business arrangeiments with physicians or sales and marketing personnel were alleged or deemed to violate the Anti-Kickback Statute or similor laws, or il new
federal or state laws were enaeted rendering these arrangements illegal, it could have a material adverse effect on our business, prospeets, results of operations and financial

condition.

If we fail tn comply with physician sell-referval laws as they are currently interpreted nr may be interpreted in the future, or if other legisative restrictions are issued,
we could incur substantial monetary penalties and a significant inss of revenue.

The federal physitian self-referzal law, commonly referred to as the Stark Law. prohibits a physician from making a Medicare or Medicaid reimbursed referral fora
*designated health service™ to an enlity if the physician or a member of the physicion’s immediate family has a *financial relationship™ with the enlity uniess an exception applics.
The list of “designated health services” under the Stark Law does not generally include ambulatory surgery services, but it does include services such os clinical laboratory services,
and certain imaging services that may be provided and separately billed by an ASC. Under the current Stark Law and related regulations, services provided at on ASC are not
covered by the statute, even if those services include imaging, Jaboralory services or pther Stark designated health serviees, provided that (i} the ASC does not bill for these services
separately, or (31) if the center is permitied to bill separately for these services, they are specificatly excmpted from Stark Law prohibitions. These are generally radiology and miher
imaging services inlegral to performance of surgical procedures that meet certain requirements and certain oufpaticnt prescription drugs. We believe that services provided at our
facilitics ficensed as hnspitals are covered by the Stark Law, but referrals for such services are exempt from the Stark Law under its “whole hospital exception,” which was
significantly amended by the Affnrdable Care Act. We also believe that certain services provided by our managed physician network are covered by the Stark Law, but referrals for
thase services are exempt from the Stark Law under iis “in-office ancillary scrvices exception,” among others. Our diagnostic lshoratary is alsn subject to the Stark Law, but we
betieve that we have structurcd our agreements with physicians 5o as to not vielate the Stark Law and related regulations.

The Statk Law and similar sate statutes are subject to different interprelations with respect to many important provisions. Violations of these self-referral laws may result in
substantial civii or criminal penalties, inehding trebic damages for amounts fmproperly claimed, civit monctary penaities of up to $15,000 per prohibited service billed, np 1o
$100,000 per prohibited eircumvention scheme and ¢xctusinn frmm participution in the Medicare and Medicaid and other federal and stute healtheare programs. Violations of the
Stark Law will also create liability under the federal False Claims Act. Exclusion of our ASCs or hospimls {rom these programs through judicial or agency interpretation of existing
laws or additional legislative restrictions an physician ownership or investments in healtheare entities could result in a significant loss of reimbursement revénue. We cannot provide
assutances that CMS will not undertoke other rulemaking to address additinnal revisions to or interpeetations of the Stark Law regulations. i fuwre rules modify the provisions of
the Stark Law regulations that arc appliceble to our business, nur revenie and pro fiabifity could be materially adversely affected and could require us to modify our relationships
with mir physician and healthcare system partners.

Federal law restricts the ability nf nur surgical hospitats (o expand surgical capacity.

The Stark Law includes an cxception thal permits physicians to refer Medieare and Medicaid paticnts to hospitals in which they have in ownership interest if cerfain
requirements are met, Howcver, the A flordable Care Act dramatically curailed this exception and prohibits physician awnership in hospituls that ¢id not have a Medicare provider
ogreecncns by December 31, 2010, This prohibition does not apply to any uf our five surgical s pitals, each of which had a Medicarc provider agreement in place prior 10
December 31, 2016 and arc theeefnire able to continue operating with their pre-IPO Ownership struciure. Hnwever, the Affordahle Care Aet prohibits “grandfathered" hospilals
from inereasing their percentage nf physician ownership, and it limits (o 8 certain extent their abilily (o grow, because it prohibits such hospitals from increasing the aggregate
number of inpatient beds, operating rooms and precedure ronms.

Cnmpanies within the healihcare industry continue ta be the subject of federal and state audits and investigations, and we mny be subject to such audlis and
Investigations, including actinns for false and nther improper claims.

Federal ond state government apencies, as well ag commercial payors, have increased their auditing and adminislrative, ¢ivil and criminal enforcement efforts as part of
numerous ongoing investigations of healthcare organizations, These audits and investigations relate to a wide variety of topics, including the following: cost reporting and billing
practices; quality of care; financial reporting; financial retationships with referral sources; and medical necessity of services provided, In additinn, the Office of the Inspecior General
ofthe U.S. Depanment of Health and Human Scevices (the “01G™) and the U.S. Department of Justice (“DOI”) have, from time fo lime, undertaken natioaal enforcement initiatives
that focus on specific billing practices or other suspected arcas of abusc. In its 2013 Work Plan. the O1G stated its intention to review Ihe safety and quality of care for Medicare
beneficiaries having surgerics and procedures in ASCs and hospital outpatient departments. We have nol received any matertal related audit letters 1o date.

The federal government is authnrized to impose criminal, civil and administrative penalties on any person o7 entity that files a false claim for payment from the Medicare or
Medicaid programs and other federal and state healthcare programs, Claims fited with private insurers can also lead 1o criminal and etvil penalties, including, but not kimited to,
penatiies refating to violations of federal mail and wire fraud statutes. as well as penalties under the aati-froud provisions of the HIPAA (as defined below). While the eriminal
statutes are gencrally reserved fir instances nf frauduleni intent, the federal gavernment is applyiag its criminat, civil and adminisirative penally statuies in an ever-expanding range
of eircumsiances, ineluding ¢laiming payment for unaccessary scrviees if the elaimant merely should have known the scrvices were unnceessary and claiming paymcat for low-
quality services if the claimant should Tave known that the care was substandard. In addition, a viotation of the Stark Law or the Anti-K ickback Statute caa result in liability under
the False Claims Act ("FCA").

Over the past several years, the federal government has investigated an increasing number of healthcare providers for potential FCA violations, which, ameng other things,
prohibits a person from knowiagly presenting, or causing 1o be presented, a false or fraudulent clsim 1o the federal govermiment. The statutc defines “knowingly™ to inefude not only
aclual knowledge of a clainy’s fality, but also reckless disregard for or intentional ignorance of the truth or falsity of a claim. Vielatnrs of the FCA are subject to severe financiat
penaltics, inctuding treble damages and per claim penatties in excess of $10,000. Because our facilities perform hundreds or thousands nf similar procedures each year for which
they are paid by Medicare, and since the statute of limitations for such ¢laims exteads for six years uader
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normal eireumnstances (and possibly as long 8s ten years in the event of failure fo discover material facts), s repetitive billing error or cost reporting error could result in significant,
material repaymients aad civil or eriminal penalties.

Moreover, another trend impacting healthcare providers is the increased use of the FCA, particularly by individuals who bring actinns under that law. Under the “qui tam,” ot
whistleblower, provisions of the FCA, private parties may bring actions on behalf of the federal government. If the government intervenes and prevails in the action, the defendant
may be required to pay three times the actual damnges sustaiaed by the government, plus mandatory civil monetary penalties of between $5,500 and 511,000 for each fake claim
submitted to the govemment. These private parties, often referred to as relators, are entitled to share in any omounts recovered by the gavernment through trial nr selemen:. These
qui tam cases are sealed by the eourt 8t the time of filing. The only parties privy to the information contained in the comnplaint are the relator, the federal govemment and the
presiding court, It is possible that qui fam lawsuits have been filed against us and that we are unaware af such filings. Both direct enfRrcement activity by the govemment and
whistleblower lawsuits under the FCA have increased significantly in recent years; thus, the risk that we will have to defend a false claims action, pay significant fines ar be
excluded from the Medicare and Medicaid programs has increased.

In additinn, e Frand Enforeement and Recovery Act of 2009 (“FERA") further cxpanded the scope of the FCA to ereate liability for knowingly and improperly avoiding or
decreasing an obligation to pay moncy to the federal government and FERA, along with statutory provisinas found in the Acts, created federal False Claims Act liability for the
knowing failure ta report and retumn an overpayment within 60 days of the identification of the overpayment ar, in certain cases, the date by which a corresponding cost report is
due, whichever is tater. Governmental authorities may challenge or serulinize our operations nr we may be the subjeet of a whistleblower linvsuit at any time, A determination thi
we have violated these laws could have a material adverse effect on our business, praspects, tesulls of operatinns and financial conditian.

The Health insurance Portability and Aecountability Act of 1996, as mnended by the Health [nformation Technalngy for Econnmic and Clinical Health Act of 2009 (the
“HITECH Act’™), and their implementing regulations (collectively referred 10 as *“HIPAA™) alsa created acw federal eriminal statutes that prohibit among other ections, knowingly
and willfully excouting, or attempting 1o execute, n seheme 1o defraud any healtheare benefit program, ineluding private third-party payors, knowingly and willfully embezzling or
stealing from a healtheare benefit program, willfully obstructing a eriminal investigatian of a healthcare offense. and knawingly and willfully faksifying, concealing or covering up a
material fact or making any materially false, fictitious or fraudulent statement in connection with the delivery of or payment (ar healthcare henefits, items or services. Similar 1o the
fedeml Anti-Kickback Statute, a person or entity does not need o have actual knowledge of the statute or specific intent to violute it in order 1o have committed a violation,

In addition. a person who offers or trans fers to a Medicare or Medicaid beneficiary aay remuneration, includiag waivers of co-payments and deductible amounts {or any pan
thereof), that the person knows or shauld know i likely to influence the beeficiary s selection of a particular provider, practitioner or supplier of Medicare or Medicaid payable
items or services may be liable for civil monetary penaltics of up to $10,000 for each wrongful act. Moreover, in certain ¢ases, providers who routinely waive copayments and
deductibles for Medicare and Medicaid beneficiaries can also be held liable under the Anti-Kickback Statute and civil False Clains Act, which can impose additional penalties
associated with the wrongdul act. Although this prohibition applies only to federal healtheare program beneficiaries, the routine waivers of copayments and deductibles offered fo
patients covered by commercinl payors may implicate applicable state laws related to, among other things, unlawfil schemes w defraud, excessive fees for services, tortious
interference with patient contracts and staturery or enmmen law fraud, To the extent our patient assistance programs or other diseoun! policies are foand 1o be inconsisten: with
applicable laws, we may be required 1o restructure or discontinue such programs, or be subject to other significant penaltics.

To enforce compliance with the federal laws, the DOJ has recently increased its Serutiny of interactinns between health care companies and health care providers, which has led
10 a number af investigations, prosecutions, convictions and setilements in the health care industry, Dealing with investigations can be time and sesource conguming and can divert
management’s altention from the business. In addition, sctilements with the DOJ ar other law enforcement ageneies have forced healtheare providers o agree to additional
compliance and reporting requirements as part of a consent decree or corporate integrity agreement. Any such investigation or setflement cauld increase our costs or otherwise have
an adverse effect on our business.

We are alsn subject to various state laws and regulations, as well as contractual provisians with commercial payors that prohibit us fram subinitting inaceurate, incorrect o
misleading elaims. We cannat be sure that none of aur surgical facitities* claims will ever be challenged. 1 we were found ta be in vivlation of a state’s laws or regulations, or of 8
commereial payor contract, we could be forced ta discontinue the violative practice and be subject to recoupment actions. fines and eriminal penalties, which could have a matcrial
adverse effeet nn nur business, prospects, resuits of operations and financial condition.

All payors are increasingly condueting post-payment audits. For example, CMS has implemented the RAC program, involving Medicure claims audits nationwide. Under the
progrum, CMS contracts with RACs oo a contingency fee basis 10 conduct post-payment reviews 10 detect and correct improper payments in the fee-for-service Medicare program,
The A ffordable Cure Act expanded the RAC program's scope to include managed Medicare plans and to include Medicaid elaims. In addition, CMS employs Medicaid [ntegrity
Cantractors {"MICs™) to perform post-payment audits of Medicaid claims and identify overpayments. The A ffordable Care Act increases federal funding for the MIC program. In
additinn w RACS and MICs, the staic Medicaid agencies ond other contractors have increased their review activities. We are regularly subject to these exiernal audits and we alsn
perform hoth interaal and third-party audits and monitoring.

For instanee, recenty HMS Federal Solutions, a MIC, completed an audit of one of our surgical hospitals for the periad July 1, 2009 through May 31, 2012 and determined an
overpayment obligution in the amoust of approximaiely $4.6 million based on its extrapolation of a sttistical sampling of claims, as well as a civil monetary penalty in the amount of
$162,000. for 2 wtal amount owed to [daho's Department of Health and Welfare, Medicaid Program Integrity Unit of approximately $4.7 miltion for failure to comply with
Medicaid rules by billing for (i) nnn-cavered services. (if) services provided by non-eligible providers, (iii) services not provided and (iv) unauthorized services, We have appealed
the audit and are currently awaiting the result.
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Although all other repayments requested 1o date as aresult of RAC, MIC and ZPIC audits have not been material to our Company. we are unable to quantify the aggregate
finonciat impact of thesc zudits on our facilities given the pending appeals and uocertainty about the extent of future audits and whether the underlying conduct could be considered
systemic, As such, the resolution of these audits could have a material adversc effect on our business, prospects, resulis of operations and financial condition.

FaHure to comply with Medicare's conditions for coverage and conditions of participation mny vesult in toss of program payment or other governmental sanctions.

To participate in and receive pryment from the Medicare program, our facilities must comply with regulations promulgated by CMS. These regulatians, known as “conditions
for coverage™ for ASCs and “conditions of participation™ for hospitals, set forth specific requirements with respect to, among other things, the facility’s physical plent, equipment,
personnel and standards of medical care. All of our surgery centers and surgical baspitals ave certified to participate in the Medicare program. As such, these facilitics are subject to
on-site, unannounced surveys by stalc survey ageneies working on behall o CMS. Under the ASC survey process, the surveyors are becoming more familiar with expanded
inferprefive guidance and the updated ASC conditions for caverage, which may lead to an increased number of deficicney citations requiring remedy with appropriate action plans,
Failure fa comply with Medicare’s conditions far eoverage or conditions of participation may result in foss of payment or other governmental sanctions, ineluding terminntion from
participation in the Medicare program. We have established ongoing quality assurance activities lo monilor our facilities’ campliance with these conditions and respond to surveys,
but we cannot be sure that our facilities are or will always remain in full compliance with the requirements.

Our use and disclosure of personaly ldentifiable information, including health informatian, is subject to federal and state privacy and sceurity regulations, sod eur
faliure to comply with those reguiatians or to adequately securc the information we hald cauid result in signifieant liahility ar reputationai harm.

HIPAA as well as numeraus other federal and state laws and regulations, govem the collection, disseminolion, use, privacy, securily, confidentiality, inlegeity and availability
of personally identifiable information ("Pil"), including protected health infonmation (“PHI"). HIPAA applies nationol privacy and security standards for PHi to covered entitics
suth as us. HIPAA requires covered entitics 1o maintain policies and procedures goveming PHI that is used or disclased, and to implement administrative, physical and technicai
safeguards 1o protect PHI, includiog PHI maintained, used and disclased in electronic form, These safeguards include tammate training, identifying “business associales” with
whom we nced 10 enter into HIPA A-compliant contractual arrangements and various other measures. Gngoing implemientation md oversight of these measures involves significant
time, ¢ffort and expense. While we undertake substantial efforts to secure the PHI we maintin, use and disclose in electronic form, a cyber-atiack or other intrusion thal bypasses
our informalioh security systems causing an information security breach, loss of protected heatit information ar other data subject to privacy laws or a material disruption of our
operational systems could result in a maicrial adverse impact on our business, alang with potentially substamial fines and penglties. Ongoing implementation and oversigh of these
securily measures involves significant fim, effort and expense.

HIPAA also requires our surgical facilitics to use standard ransaction eode sets and identifiers for certain standardized heattheare transacfions, ineluding billing and other elaim
transactions, We have undertaken significant efforts involving substantial time and expense to implernent these requiremnents, and we anticipate thar consinual time and expense wilt
be required to submit siandardized transactions and 10 ensure that any newly acquired facilities can submit HIPA A-compliont transactions.

HIPAA requires covered entiies to report breaches of unsecured protecied health information to affected individuals without unrensonable delay and in no case later than 60
days after the discovery of the breach by the covered entity or its agents, Notification must also be made to HHS and, in certain situations invelving iarge breaches, to the media.
The HIPA A rules created 8 presumption thal all non-permitied uses or disclosures of unsecured protected heatth information are breaches unless the covered entity cstablishes that
there is a low probubility the information has becn compromised, HIPAA imposes mandatory eivil and criminat penallies for violations of its requirements ranging up to §50,000
per violation, with a maxinum eivil penalty of $1.5 million in a calendar year for violations of the samc requirement. Howevir, a single breach incident can result in violalions of
multiple requirements, resulting in possible penalties well in excess of $1.5 million. In addition, the HITECH Aelauthorized stale anomeys general to bring ¢ivil actions secking
either an injunction or dumuges in respanse to violations of HIPAA privacy and security regulations that threaten the privaey of stute residents.

HIPAA alsn authorizes state attomeys general to bring civil actions seeking either an injunctian or damages in response o violations of HIPA A privacy and securily
regulations that threaton the privacy of state residents. While HIPAA daes nal creale s private right of action allowing individuals to sue us in eivil court for violatians of HIPAA's
requirements, its standards have been used as a basis for the duty of care in stale ¢ivil suits, such as thesc for negligence or recklessmess in the handling of PHI. (n sddition, HIPAA
mandates that the Sccretary of HHS conduct periodie compliance audits of HIPAA covered cnlities such as us.,

In addition, many stales in which we operaic may impose laws that are more protective of the privacy nnd sccurity of PIL than HIPAA. Where these state faws are more
protective than HIPAA, we have In comply with their stricter provisions. Only some of these state laws impose fines and penalties upon violators, but some may afford private
rights of action to individuals who helieve their PH has been misused. Califomia’s paticnt privacy laws, for exumple, provide for penalties of up to $250,000 and permit injured
partics to sue for damages. Both state and federal laws are subject to modification or cnhancement of privacy protection at any time. Our ficilities will eontinue 10 rentain suhject tn
any federal or stale privacy-related laws that are more restrictive than the privacy regulations issued under HIPAA. These statules vary and could impose additional requiremcnts on
us and mare severe penaltics for disetosures of confidential health information. New health information standords could have a significam effeet on the manner in which we do
business, and the cost of complying with new standards could be significant. We may net remain in compliance with the diverse privaty requirements in all of the jurisdictions in
which we do husiness. if we fail fo comply with HIPAA or similar state laws, we could incur substantial eivil monetary or criminal penalties.
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If we are unahle to integrate and operate our information systems effectively nr implement new systems and processes, our operations could be disrupted.

Our operntions depend significantly on effective information systems, which require continual maintenance, upgrading and enhancement 10 mecs our aperational needs. Any
system failure that causes an interrupiion in service or availability of our systems could adversely affect operations or defay the collection of revenue. Morcover, we use the
development and implementation of sophisticated and specialized technology to improve our profitability, our growth and acquisition strategy will require frequent transitions and
integration of various information systems. |f we are unable to properdy integrate other information systems or expand our current information systems it may have an adverse effect
on our abilily to obtzin new business, retain existing business and maintain or increase our profit margins and we could suffer, among other things, operational disruptions,
distuptions in cash flows and increases in administrative expenses.

Information security risks have generully inereased in recent years because of threats (rom malicious persons and groups, new vulnerabilities, the proliferation of new
technologics and the inereased sophistication and activities of perpetrators of cyber-attacks. A failure in or breach of our operational or infonnation security sysiems as a result of
eyber-atiacks or information security breaches could disrup! our business, result in the loss, disclasure ar misuse of confidential or proprictary information, damage our reputation,
increase our costs or lead to fings and financial losses. As a result, cyber security and the continued development and enhancement of the controls and processes designed to protect
our systems, cnmputers, software, data and networks from aitack, damage or unauthorized access remain & priority for us. Although we believe that we have rnbust information
security procedures and other safeguards in place, as cyber threats continue to evolve, we may be required 10 expend additional resources Lo continue to enhance our information
security measures or to investigate and remediate any information security vulnerabilities.

Efforts to reguiate the construction, acquisitian or expansifon of healtheare facilitles could prevent us from acquiring additional surgical facilities, renovating our
existing facilitics or expanding the breadth of services we affer.

Some states require prior approval for the construction, acquisition or expansion of healthcare facilitics or expansion of the serviees the fncilitics offer. In giving approval, these
states consider the need for edditional or expanded healthcare facilities or services, as weli as the financial resources and operational experience of the potential new owners of
existing healtheare facilitics. In many of the states in which we eurrently operate, certificates of need musi be obtained for capital expenditures exceeding a prescribed amount,
changes in capacity or services offered and various other maters. The remaining states in which we now or may in the future operale may adopt similar legislation. Our eosty of
obtaining a certifieate of need could be significant, and we cannol assure you that we will be able 1o abtain the certificates nff need or other required approvais for ndditianal or
expanded surgical facilitics or serviees in the future. In addition, at the time we acquire a surgical facility, we may agree to replace or expand the acquired Facility. if we are unzble to
obtain required approvals, we may not be able to acquire additional surgical facilitics, expand healtheare services we provide al these fagilities or replace or expand acquired
facilities.

If antitrust enforcement autharitics conciude that our market share in any particuiar market is tno concentrated, that our or our health system partaers’ commercial
payor contract ncgotiating practices are iilegal, or that we other violate antitrust laws, we could be subject to enforcement actions that could have a naterlal adverse
effect on our business, prospects, results of nperations and financial condition.

The federal govemment and most states have enacted antitrust laws that probibit certain types of conduct deemed to be anti-competitive, These laws prohibit price fixing,
conceried refusal 1o deal, market monopolization, price discrimiaation, tying arrangements, ncquisitinns of competitors and nther practices that have, or may have, an adverse effect
on competition, Vinlations of federal or state antitrust laws caa result in various sanctions, including ciiminal and civil penalties. A ntitrust enforccment in the healtheare industry is
enrrcntly a priority of the Federal Trade Commission (the “FTC™). We befieve we are in compliance with federal and state antitrust laws, but emurts or regulatory autheritics may
reach a determination in the future that could have a material adverse effect on our business, prospects, results of pperations and financial conditinn.

The healthcare iaws and regulation to which we are subject is constantly evalving and may change significantly in the future.

The regulation applicable to our business and te the healtheare industry generally to which we are subject is constantly in a state of flux. While we believe that we have
structured our agreements and operations in material compliance with applicable healtheare laws and regulatians, there can be no assurance that we will be able to successfully
address chaages in the current regulatory envirommeny. We believe that our husiness operations materially comply with applicable healthcare laws aad regulations. However, some
ol the healthcare laws and regulations applicable (o us are subject to limited or cvolving interpretations, and o review of owr business or operations by a courd, taw enforcement or 2
regulatory authority might result in a determinatinn that could have a matarial adverse effect on us. Furthermore, the healthcare taws and regulations applicable o us may be
amended or inferpreted in & manner that could have a material adverse effect on our business, prospects, resulls of operations and finaneial condition.

Rists Related to Our Common Stock

We are a “contrelled company” within ihe meaning nf NASDAQ rules and. thercfore, we qualify for, and currently rely on, exemptions trom certnin corporate
governance requirements. Qur stockheiders do not have the same projectinns afforded to stockhoiders of companies that are subject tn such requirements.

As of December 31, 2016, H.LG. Surgery Centers, L1.C, an affiliate of H.i.G. Capital, LLC (collcetively, our “H.1.G.™ conrolled a majority of the voting power of our
outstanding common stock. As a result, we are a “controfled company” within the meaning of the corporate govemance standards of NASDAQ. Under these rules, a company of
which more than a majority bf the voting power is held by ao individual, group or anather eompany is a “eonteolled company™ and may elect not fo eomply with certain corporate
governanee requirenents inelucing:

« the requirenient 1hat 8 majerity of the board of directors coasist of independent directors;
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»  the requirement that we have a nnminating/corporale governance committee that is composed entirely of independent dircetors with a writicn charter addressing the
committee's purpose and responsibilities; and

+  the requiresnent thai we have a compensation committes: that i composed entirely of independent directors with n written charter addressing the commitice’s purpose and
responsihilities.

As of December 31, 2016, we have availed ourselves of cerinin of these exemptions. As a result, we do not have a majority of independent directors and we do not have
nominating and corporate gevemance committes. Accordingly, our stockholders will not have the samc proicctions afTorded to stockholders of companics that are subjeet (o all of

e corporate governance requirements of NASDAQ.
There ean be no assurance ag to the period of time during which H.LG. wilt maintain its ownership of owr common stock.

FLI.G. has significant influence over us, including control over decisions thet require the approval of steckhoiders, which could limit aur stockhold ers® abdity to
influence the autcome of key transactians, ineiuding o change of control.

As of December 31, 2016, we were controiled by H.LG.. As of that time, H.1.G. beneficially owned $5% of our outstunding common stock. For as long ag H.I.G. continues
i benefieially own shares of conwmen stock representing more than a majority of the vating power of our common stock. it will beable (o dircet the election of all of the members
of our hoard o directors and could excreise 2 controlling influence aver our business and affairs, including any determéaations with respect to mergers or other business
cambinations, the acquisition ar disposition of assets, the incurrence of indebtedness, the issuance of any additional cemmen stoek or other equity securities, the repurchase or
redemption of common stock and the payment of dividends. Similarly, H.LG. will have the power to determine marters submitied ta 2 vote of our stockholders without the consent
of our other stoekhotders, will have the power to prevent a change i our control nnd could take ether actions that might be favorable 10 it. Even iTH.1.G. ceases (o heneficinlly own
a majority of the varing power of cur commen stock. it will continue to be able 1o strongiy influenee or effectively conteol our decisions.

Additionntty. HLLG. is in the business of making investments in companies and may acquire and hold interests in businesses that compete directly or indirectly with us, H.1L.G.
may also pursue acquisition opportunities that may be complementary (o our business, and, as a resuit, hose acquisition opporiunitics may not be available &0 us.

Our stock priee cienld be extremely volitile, and, as n result, our stockholders may not he able lo resel! their shares at or ahove the price paid for themn,

The stock nrarket in genem has been bighly volatile. As a result, the market price of our common stock is tkely o be similarly vnlatile, and investors in onr common siock
oy experience a decrease, which could be substantial, in the value of their stock, ineluding decreases unrelated to our gperating performanve or prospects, and could lose pari or all
of their invesiment. The price of our comman stock enuld be subject 10 wide fluctuations in response to a number of factors, including those deseribed elsewhere i this repoet and

ofhers such as:
+  varipiions jn our operating performunce and the perfirmanee of our coapetitors;
»  actual or anticipated fucteations in our quarterly or annual operating resulis;
+  publication of rescarch reports by securities analysts about us or our eompetitors of our indusry;
s+ announcensenls by us, our competitors or our vendors nf significant contracts, acquisitions, joint marketing relaticmships, joht ventures ur capitat commiments;
«  ouwr failure nr the failure of our competiters 1o meet anatysts” projeetions pr guidance that we or our competiters may give in 1he marker;
»  additions and departures of key personnel:
+  siralegiv decisions by us o1 our competitors, such as acquisitions, divestiturcs, spin-offs, jeint ventires, strategic investments or changes in business strategy;
«  the pussage of legisintion or other regulatory developmeats offecting us or our industry;
+  speculation in the press nr investmen( commutity;
+  changes in accounting prineiples;
« ferrorist icts, agis of war or periods of widespread civil unresy;
»  patral disasters and other calamities; and
»  changes in generalinarkel and economie conditinns.

In e past, securities class action Tiigation has aften been initialed against companies fnlowing periods of volatility in their stock price. This type of litigation could result in
substantial costs and diver! per management’s atlention and resources, and could also require us o make subsansial payments © satisfy judgiments or to setile [Hgation.

Future Issuances nf capital stack may dilute our stockholders’ percentage ownership in us, which could reduce their influcnee over matters on which stockholders
vole.

Our board af directors has the uthority. without agtion or voie of our stockhollers, to issue all or any part of our aulbnrized but unisswed shares of eommon stock, including
shares issuable upon the cxcreise of options, or shares of our authorized but unissued prefomed stock. Issuances of eomman stock or voting preferred stock would reduec our
eurrent siockholders influenee over madters on which out stockholders voie and, in the case of issuances of preferred stnek, would likely result in common stockholders” interest in
us being subject o the prior riglts of holders of that preferred stock.
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Provisions in aur charter documents and Delaware law may deter takeover efforts that ¢couid be beneficial to stockholder value.

Oar certificate of incorporation and by-kaws and Deluware luw contain provisions that could inake it harder for a third purty 10 uequire us, ¢ven il doing so might be beneficial
to our stockaiders. These provisions include a classilivd buard of dircetors and limilatioos on actions by sur stockiolders. [n addition, our bourd of dircetnrs has the right 10 issuc
preferred stock without stockholdor approvat that could be used 1o dilute a potential hastile acquiror. Our certificate ol iocorporatinn also imposces some festrictians on mergers and
other business combinations between us and any bolder of 15.0% or more of our outstanding contmon stock other than affiliates of H1.G.. As a result, our stockhnlders way lose
their ability 1o seil their stock for a price in exeess of the prevailing marker price due to these protective measures, and cfions by stockbolders 1o chapge the direction or management

of the Company may be unsuceessiul.

Our amended and restated certifieate of incorporntian designates courts in (he State of Delawarc as the sale and exelusive forum tar certain types af actlons and
proceedings that may be initiated hy our stockholders, which eould limit our stockholders’ hility to obtain a favorable judicizl forum for disputes with us or our
directors, officers or employees.

Our amended and restated eertificaic of incorparation pravides Mhal, subject to limited execptions, e Court nf Chancery ol the Statc of Delaware will be the sole and exclusive
forue for (i) any derivative action nr proceeding brought oo our hehalf, (i) any action asserting a claint of breach of « fiductary duty vwed by wy uf our directors, officers or other
employees 10 us or our stackholders, {iii) any actioo asscrtiog a elaim against us arising pursuant to any provision of the DGCL, our amended and restated certificate of
toeorporatioo or our amended and restated bylaws nr (iv) any other actioat asserting a claim agafnst us that is governed by 1he intemal affairs doctrive (each. a “Covered
Proceediog™}. In addition, our amended and restated certificate of incorparation provides that it any action the subject matter of which is u Cuvered Proceedioy is Tiled in a court
other thao the specified Delaware caurls without the aprroval of our board of direeinrs (cach, a “Foreign Aetion™), the ¢laiming party will be deemed (o have consented 1o (i) the
personal jurisdiction of the speeified Delaware counts in connection with any action brought in any such eourts 10 enforee the exclustve forum provision deseribed above aod (if)
having service of process made upon such claiming party in any such enforcement action hy service upon such claiming pany's counsel in the Foreign Action as agent for such
claiming party. Any person or erdity purchasing or oflierwise acquiring any interest in shares of our stock shall be deemed 10 have ootice uf and to have consented 10 these
provisions. Thesc provisions may limis a stockhalder’s ability to bang a claim in a judicial forum that it finds faverable for disputes with us or our directars, officers or nther
employces, which may discourage such lawsuils against us and our directors, officers and employees. Aliematively. if n eourt were Lo find these provisioos of our amended and
restated certificate nf incorporation inapplicable fo, or unenforceabke in respect of. one or more of the specified types of actions or proceedings, we may incur additional cosis
associatcd with resalving such matiers in ofher jurisdictions, which could adversely affect our business and fioancisl coadition.

Recanse we have no corrent plans to pay cash dividends on our common stock for the foreseeable future, our stockholders may not receive any refurn oo investment
uoless they scll their cotnmon stotk far a price greater than that which they paid for it.

We may retaio filure camings, if any, for future operalions, expansion and debt repuyment aod have oo current plans to pay aoy cash dividends for the foreseeable fisture. Any
decision to dectarc and pay dividends io the future will be made at the discretion of our board of directors and will depend on, ameng other things, our resubis of pperations,
financink condition. cash requirements, contractual restrictions and other Tactors that our board of directors may deem relevant. In addition, our shility io pay dividends may be
lirmited by covenants af any cxisting and future nutsizoding indebtedness we or our subsidiaries incur, ineludiog our senior eredis facility. As a resull, our stoekholders way not
receive any retim on an investment in our comimon stock unless tey sell their commoo stock for a price greater than that which tley paid for it

We have ceased (0 be an “emerging growth company™ under the Jumpstart Our Business Startups Aet af 22 (the “JOBS Aa™), and therefare, the reduced
disclosure requiremeots applicable to emerging growth compacics no longer apply te us,

We have ceased 10 be an “emerging growth company” under the JOBS Act. Aceordingly. we arc now subject 1a certain diselosure requirements that are applicable 10 other
public companies that were not applicable to us as an Yeoxrging growth company™ and. as a result, we expect 1n incar signiticant additinnal expenses and devote substantial
managerent effort toward ensuring compliance with these requirements, iocludioy the auditor aftestatioo requirements of Section 404 of the Sarbanes-Oxley Acl of 2002, a5
amended (the “Sarbanes-Oxley Act), Tull disclosure obligations regardiog executive compensation in our proxy statements and the requirements of holding 4 nonbinding advisory
vOi€ On Certain cxecttive compensation matiers, such as “say on pry” mnd “say on [requency.”

Atthe tiroe of our inkial public offcring in 205, we imevocably elected not to take advantage of Sectian 107 of the JOBS Act which provides an “emerging growth company™
with ao extended transitan period for complying with new or revised financial aceounting standards, Accordingly, we have complicd with new or revised financial accounting
standards on the televant dates on which adoption of such standards was required for noo-emerging grow:h companics.

We arc abligated to repart on the effectivencss of ourinternal cnntrols over financial reparting. These internul controls ntay naf be cffective and our independent
registered publie accounting firm may nat be ahle (o certify as to their cffcctiveness, whieh cauld have a significant and adverse effect o our business and reputation.
Additionally, we have ldentificd a material weakness in our internal cootvo! over financial reporting whieh could, if nat resmediated. result io material misstatements in
our financiai statements.

As t public cnmipany, we are required to tvaluate our infernal eontrols over finaneial reporting und tn comnply with Section 404 of the Sarbancs-Oxiey Act. Al such time, we
muy identify material weaknesses that we may not be shic to remediate in time to meet the applicable deadline inpused upon us for eoniplianee with the requirements of Sectioo 404
of the Sathanes-Oxley Aet. in addition, if we fail to achieve and maititain the adequacy of ovr internal controds, as such standards arc mwodified, supplemented or amended from rime
to time, we may not e ahle 10 ensure that we can conchide on an ongoing basis that we have effeetive ioternal controls over finaneial reporting in accordance with Scction 4G4 of
the Sarbaoces-Oxley Acl.
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As disclosed i Hem 9A. “Contrnls and Procedures™, in connection with management's assessinent of our internal coatrol aver financial reporting as of December 31, 2016,
manggeren recognized certain conirol deficiencies in our intemnal control over financinl repanting pertaining o lack of documentation evidencing certain coatrols involving revenue,
accoants reccivable and related allowances, which aggregates 1o a materin! weakness as of December 31, 2016, We have developed a plan 1o semediate this matcrial weakness, bui
there can be no assurance as to when the remediation plan will be fully implemented. of that the plan, ag currenity designed, will adequately remediate the material weakness. if these
measures prove b be insufficient to semediate the materiat weakness, o if additions! material weaknesses or significan deficiencies in internal contrul are diseovered or occur in the
future, our eonsolidated finaneial statements may contain material misstawemenis and we could be required 1o restate our financial resulss, or the accurncy of our financial reporting
could be adversely affected resulting in reputational harm, distractions to management and our board of directers. and disruptions to our business.

The requirements of being a public company may strain our resources and distract our management, which could make It difficuit to manage cur business.

As 1 public company, we are subject o the reporting requiremenis of the Exchange Act, and requirements of the Sarbanes-Oxley Act. These requirements miay place u strain
on our systenss and resources. The Exchange Act requires that we file annual, quarierly and current repnits with respect to our business and (nancial condition. The Sarbanes-
Oxley Act requires that we maintain effective disclosure controls and procedures and inlemal contrels over financial reporting. To maintain and improve the effectiveness of our
diselasure cantrols and procedures, we will need to commit significant resources, hire additional stff and provide additional management oversighl, We have, und will continuc to
be, inplementing additionat procedures and proccsses for the purpose of nddressing the standards and requirements applicable o public companies. Suslaining our grawih also will
require us to cuzmimit additional management, aperationat and financia! resourees 1o identify new professionals to jnin our firm and m weinain appropriate operatinnal and fnangial
systems (o adequniely sopport expansion. These activities may divert management's alientioo from other business concemns, which could have a materinl adverse cffect on our

business, financinl condition, resulls of operations and cash flows.

As a public company, it is mor expensive far us lo oblain director and officer liability insuraace, and we may be required 10 acecpt reduced covernge or incur substantially
higher costs to obiain coverage. This conld also make it more difficult for us to artract and retain qualified people 1o serve on our hoard of direciors, our board cotmmitiees, ar as

exceutive officers.

Furthermore, if we arc unable to satisfy our obligarinns as a public company. we could be subject 1o delisting of our common stock, fines, sanctions, and other regulatory
action and potentiatly civit litigation, which could have a material ad verse efTect on our financiat condition and results of operations.

If seeuritics or industry analysts do not continue to publish rescarch ov puhlish inacenrate or unfavorable rescarch about our husiness, our stnck price and trd g
volume could decline.
The trading market for onr common stock will depend in part on the research and reports that securilies or industry analysis publish ahout us or our business. Lf securitics or

industry analysts ceuses coverage of us nr fails to publish reparts oo us regularly, demand for nur enminon stock could decrease, which cauld cause our stock price and trading
volume o decling. 1f one or more of the analysts who covers us downgrides our cimmon stack or publishes inaccarate or unfavorable research dbout our business, our stoek price

would likely decling.
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[tem 1B. Unresolved Staff Comments
None.
[tem 2. Propertics

Our cotporale headquarters is located in Nashville, Tennessee at 40 Burton Hills Boulevard, Suite 500, where we currently lease approximately 44,000 square feet of offiee
space under a lease that extends through December 31, 2017. We have entered into a lease agreement 1o transfer our corporate headquarters 1o a location in Brentwood, Tennessee
upon expiration of aur current lease on December 31, 2017, The new space will b approximately 68,000 square feet. [n additien, vertain of nur corporate operational funetions are
Incated in Tampa, Florida at 5426 Bay Center Drive, Suite 300, where we curmently lease approximaicly 31,000 square feet of office space. This lease expires in Aprit 2018, We
believe these spaces are sufficient ond adequate for our needs at this time,

Our surgical facilities typically are located on rea) estaie leased by the partnership or limited linbility company that operates the facility, These leases generally have initial terms
of ten years, but range from two to [5 years. Most of the leases contain options to extend the lease period for up to ten additional years. The surgical facilities are generally
responsible for property laxes, property and casually fnsurance and routine maintcnance cxpenses. One of our surgical facilities is Jocated on real estate nwned by the limited
partnership or limited liabilily company that owns the surgical facility, We gencrally guaraniee the Icase obligations of the partnerships and limited lability companics that own owr
surgical facifitics.

Additinnal information about cur surgical facilities and our other properties can be firund in ltem b of this report under the caption, “Business—Surgical Facility Operations.”

Item 3. Legal Proecedings

We are, from iime to time, subject to claims and suits arising in the ordinary course of business, including elaims for damages for personal injuries, breach of management
contracts and employment reluted elaims. In certain of these actions, plaintiffs request payment for damages, ineluding punitive damages, that may not be cavered by insurance. In
the opinion of management, we are not currently a party to any proeeedings that would have o material adverse effect on our business, financial conditinn or results of operations.

Ttem 4. Mine Safety Disclosures
Not applicable.
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PART Il
Ttem 5, Market for Reglstrant’s Common Equity, Related Stockholder Matters and Issucr Purchases of Equity Sccurities

Our comman stock trades under the symbol “SGRY™ on the NASD AQ Global Select Market. The 1PC of our common stock occurred on Qctober 1, 2015. The following
table shows the high and low sales prices per shase for our common stock by quarter from the date af the TPO through December 31, 2016 on the NASDAQ Global Select Market:

Fiscal 2016 Fiscal 2015
Stock Price . High Low High Low
First quarter b 2040 8 1197 N/A N/A
Second quarter ) 18.45 11.76 N/A N/A
Third quarter 2078 1594 N/A N/A
Fourth quarter 7 20.93 13.60 2232 16.26

M For Fiseak 20135, reflects the period stanting ot the date of the IPD.
Holders

As of March 9, 2017, there were 51 holders of record of our common stock. The actual number of common stockholders is greater than the number of record holders, and
includes stockholders who are beneficial owners, but whosc shares are held in sireet name by brokers and other nominees. This number of holders of record also does not include

siockholders whose shares may be held in trust by other entities,
Dividends

We have never declarcd or paid o cash dividend on our common stock, and have no current ptans (o declare nr pay any cash dividends for the foreseeable future. Any decision
to declare and pay dividends in the future will be made at the discretion nf our board of dircctors and will depend on, among mher things. our results of operations, financial
condition, cash requirements, eontractual restrictions and other factors that our board of directors may deem relevant. In addition, our ubility to pay dividends may be litnited by
covenants of any existing and future outstanding indebtedness we or our subsidiartes incur, including our credit facility. Additionally, because we are a holding company, we would
depend on distributions from our subsidiaries to fund any potentinf dividends.

Equity Compensation Plans
See Ttem 12 for infonmation with respect to the Company’s equity compensation plans.

Stock Performance Groph

“The fallnwing graph compares the cumulative total sharcholder returm on our comimon stock from October 1, 2015 (using the elosing price of our shares of common stock on
Ouctober 1, 2015, the day they were initially sold 1o the publie} to December 31, 2016 to that of the total retum of the indices below, using the same date range. The comparison
assumes 5100 was invested in our common stock and in each of the indices on October 1, 2015 and asswmes the reinvestment of dividends, if any.
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This graph is furnished and not filed with the SEC or soliciting material under the Exchange Act and shall not be incorporated by reference into any such filings, irrespective of
any generl incorporation contained in such filing. The stock performance shown on the graph represents historical stock performance and is not necessarily indicative of future
stock price performanee.
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Item 6. Selected Financinl Data

The following selected consolidated financial and other data should be read in conjunction with “Management's Discussion and Anulysis of Financial Condition und Results of
Operatinns” in lwern 7 and our audited consolidated financial statements and the related notes included elsewhere in this report. The selected consolidated statements of operatinns
datn and cash Now data set forth below for Use years ended December 31, 2016, 2015, 2014, 2013 and 2012, and the selected consolidated balance sheets data sct forth below as of
December 31, 2016, 2015, 2014, 2013 and 2012 are derived from dur audited consolidated financial stalements.

The historical results presented below are not necessarily indicative of the results 1o be expected for any future period {dnllars in thousands, except per share amounis):
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Year Ended December 3,

2016 2015 2014 2013 2012
Consolidated Statements of Operations Data:
Revenues $ 1,145438 § 959,801 5 403,289 & 284599 % 260,215
Opersting expenses: RN _' ) : o
Cost of revenues 821,196 669,326 254,178 169,844 159,346
) = General and admmlstranve expcuscs (meludcs fonl:ngent
acquusmun cumpensanon expcnsc "of 55.022 for the yca: ) o
‘ endéd December 31, 2016) o T 60,246 55,992 ‘31,452 26,339 25263
[deprecintion and amottization 39,551 34,545 15,061 11,663 11,208
. Provision for doubtful accounts - . - o 24,212 23,578 9,509 5,885 1,073
lneame from equity investments ) (4,764} (3.777) (1,264} — —
. Loss (galn) on dlsposal of :mpalrmem oflang-lwed ‘
nssets, net Lo e 2,355 (2‘,097) 1,804 2482 832
Loss 8n dcbt extinguishment 11,876 16,102 23,414 9.863 —
Merger transaction and integrotion dasts . . B738 17.920 21,690 — -
Gain on liigation senlcmcm (14,1043 -_— —_ —_ —
Terminotion of mnnagcmemabrcemenland IPO_cosm 3 — 5,834 — — —
Electronic health records :nccnnve ingome (4083 (1,761) (3,356) — —
Other cxpenses (incomey , - 55 (525) (6) 297 ap
Total operating expenses 948,956 R15,137 352,482 226,373 199,762
Operatiog incnme e T 196,482 144,754 50,807 58,226 60,453
Tax receivable agreement expense (3,733 (119,911} _ — —
Interes: cxpense, nel . ) . . ] (1005714 {100,980 {62,101) (32,929} (28,482)
Income (loss) befre income taxes 92,178 (76,137) (11,294) 25.297 31971
Income tax VC‘XpCIV‘ISC (beneﬁ{) S B . P 7,095 (148,9824 15,758 7,570 6,110°
Nei income (loss) 85,083 72,845 {27,052) 17,727 25.861
Less: Net income atiributable to non-controlling inieresis {75,630) {71,416) {38,845) {26,789) {23,945)
Net iocome (less) attributable 10 Surgery
Parwmers, Ine. % 5453 % 1,429 s (65.897) 3% {9,062} % 1916
Net ineame (loss) per share attributable to common stockholders
Basic - - 0.20 0.04 {2.04) (0.28) 0.06
Diluted 01 0.20 0.04 (2.04) (0.2%) 0,06
Conxplidated Statements of Cash Flow Data;
Net cash proi"ridcd by operating activities N $ 125239 § 84,481 s 21,949 % 49,078 % 46,377
Net cush used in investing nctivities ) {184,74y) {134,842) 275,016) {3,622) ' (3,468}
Net cash provided by (used in) t'mancilj'lg gptivin’es 7,276 33,374 310,961 (37,6623 (43,061}
Other Data: o 7
Adjusted EBITDA #¢ H 179,243 $ 158,053 s 77,034 § 57.900 S 50,959
Adjustcd EBITDA ns 1 % of revenues” 15.7% 16.5% 19.1% 20.3% 19.6%
Nutnber nf surgical facilities as of the end of periad &1 104 101 i03 4 49
Number of consolidated surgical facilities included as of the

end of period 94 90 9] 47 49
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Year Ended Pecember 31,

2016 2015 2014 2013 012
Consolidated Balance Sheets Data:
Waorking capital $ 175,230 3§ 120,668 $ 127,258 % 40,056 8 31,691
Total assels ) 2,304,958 2,104,443 1,855,771 470,926 465,096
Long-term debt, less current maturities 1,414,421 1,228,112 1,336,243 414,787 285,783
Total stockholders® equity (deficit) ’ ) . 324,674 297,927 29,536 (14,375) 124,106

The impaet of potentially Gilutive seeurilies for the yeors ended December 31, 2014 and 2013 was nol considered hecause the effeet would be anti-dilutive in each nf
those periods.

When we use the term “Adjusted EBITDA,™ it is referring to net income minus (a) net ineome atributable 1o nan-controlling interesis plus (b) income tax (benefit}
cxpense, (£) interest and other expense, net, (d) depreeiation and amortizalicn, (e) termination of management agrecnient and IPO costs, (f) management fee, (g)
merger transaction, infegratinn and practice acquisition costs, (h} non-vash siock compensation expense, (i) Ioss on debt refinancing, (j) eontingent acquisition
cnimpensation expense, (k) tax receivable agreement expense, (1) gain on litigation scttlement and (m) (Ipss) gain on dispasal or impairment of long-lived nsseis. Non-
controlling interests represent (he interests of third parties, such as physicians, and in some cases, henlthcare systems that own an interest in surgical facilities that we
consalidate for financial reporting purposes. Our operating stritegy is (o apply a murket-hnsed approach: in strueturing its partaerships with individual market dynamies
driving the strueture. We believe that it is helpful to investors to present Adjusted EBITDA as defined above beenuse it exeludes the portion of net income auribuable w0
these third-porty interestsang clarifies for investors our portion of Adjusted EBITDA generated by its surgical facilities and nther operations.

We use Adjusted EBITDA ss 2 measure of fiquidity. It is included because we believe that it pravides investors with additional information obaut iis ability 1o incur and
service deb: and make eapitel expenditures.

Adjusted EBITDA is not a measurement of financial performanee or liquidity under Generally Accepied Accounting Prineiples ("GAAP"). Tt should not be eonsidered
in isolation or as @ sebstitute for net income, operating income, cash flaws from operating, investing or financing aciivities, or ary nther measure caleulated in
accordance with gencrally aceepted accounting principles. The items excluded from Adjusted EBITDA arc significant eomponents in understanding and evaluating
finuncial performance and liguidity. The Company’s caleulation nf Adjusted EBITDA may not be eompareble to similorly titled measures reported by other companies.

Ser Bem 7. “Mnnagement’s Discussion ond Analysis of Financiat Condition and Results of Dperations - EBITDA, Adjusted ERITDA and Credit Agreement EBITDA"
for a 1ble showing the reconeiliation of Adjusted EBITDA 1o net income.

Ineludes surgical facilities thnt we manage but in which we have ne ownership intcrest.
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SURGERY PARTNERS, INC.
MANAGEMENT'S DISCUSSION AND ANALYSIS

Item 7. Manngenient's Discussion and Analysis of Finanelal Condition and Results of Operations

The following diseussion and analysis of our finaneial condition and resuhts of operations should be read in conjunction with Tiem 6. “Selected Finaneial Data” and our audited
consolidated financial statements and related notes included elsewhere in this report, This discussion contains ferward-iooking staements that involve risks and uncertainties. For
additional information regarding some of the risks and uncertainties that affect pur business und the industry in which we opcrate, please see ltem [ A. “Risk Factors™ nnd Item 9A.
“Controls and Procedures™ found elsewhere in this report. Our ectua) sesults may differ materially from those estimated or projecied in any of these forward-looking statements.
Unlcss otherwise indicated o the context otherwise requires, references herein to the “Company”, “Surgery Partners™, “we”, “us™ and “our” refer toy, (1) Sorgery Centes Holdings,
LLC and its consolidated subsidiaries, including Susgery Center Holdings, Inc., immediately print to the Reorganization and (if) Surgery Parmers, Ine. and its consolidated
subsidiarics, inctuding Surgery Center Hnldings, LLC and Surgery Center Holdings, Inc., immediatety following the Reorganization, Unless the context implies otherwisc, the term
“affiliates” means direct and Indirect subsidiarics of Surgery Conter Holdings, LEC und Surgery Partners, Ine.. as epplicable, and partnerships and joinl vemures in which such
subsidiaries are partners, The terms »facilities™ or “hospitals” refer to entities owned and operated by affiliates of Surpery Partiers, and the term “cmplnyees” refers to employees of
affiliates of Surgery Partners.

Cauvtionary Nate Regarding Farward-Looking Statements

This report contains forward-looking stalements, which are based on our current expectations, cstimates and assumptions about fitture events. All statements other than
statements of current o hisiorical fact contained in this report, ineluding stalements regarding our future finaneial position, business stridegy, budgets, effective tix rate, projocted
costs and plans and nbjectives of management for future operations, are forward-looking statements. The words “anticipate,” “believe,” “continue,” “estimate,” “expect,” “intend,”
“may,” "plan,” "will,” and similar cxpressions are generally intended ta identify forward-looking statements. These statements involve risks, uncertaintics and other faetors that may
causce actual resulls 1o differ from the expectations expressed in the staiements. Many of these factors are beyond our ability to control or predict. Thesc factors include, withowt
limitation: (i) reduetions in payments from government healthcare programs and managed care organizions; (if) inability to contract with private third-parly payors; (iii) changes in
our puyor mix or surgical case mix; {iv} failure to maintain relationships with our physicians; (v} payar controls designed tn reduce the number of surgienl proeedures; (vi) inability
10 integrate operations of ncquired surgical facilities, altract new physician pariners. or acquire additionat surgical faeitities; (vi) shortages of qualify eontrol issues with surgery-
related products, equipment and medica) supplics; (viti} competition for physieians, nurses, strategie rclationships, acquisitinns and managed carc contraets; (ix) inability to cnfnsee
non-compete resrictions against our physicians; (x) material liabilities incurred as a resull of acquiring surgical facilities; (xi} litigation or medical malpractice elaims; (xii) changes in
the regulatory, economic and other conditions of the states where our surgical facilities are located; (xiil) substantial payments wc expect to be required e make under the tax
receivable agreement; and (xiv) other risks and uncertainties described in this report.

In light of these risks, uncertainties and assumptions, the forward-looking events and circumslanees discussed in this report may net accur, and uetual resulis could differ
materially fram thesc anticipated or implied in the forward-looking statemenis, When you consider these forward-looking stmements, you should keep in mind these risk factors and
other cautionary statements in this report,

These forward-looking statements speak only as of the date made. Other than as required by law, we undertake no obligation to publiely update or revise any forward-looking
statements, whether 28 a result of new information, future events or otherwise.

Exccutive Overview

As of March 10, 2017, we owned and operated a national netw ork of surgical facilities, physician practices and a suite of aneillary scrviees in 29 states. Our surgical facilities,
which inelude ASCs and surgical haspitals, primarily provide non-emergency surgical procedures across many specialtics, including, among others, gastroenterolagy ("GI™),
general surgery, ophthalnology, erthopedics and pain management. Our surgical hospitals provide services, such as diagnostic imaging, laboratory, obstetrics, oncology, pharmacy,
physical therapy and wound care. Our portfolic of cutpatient surgical facilities is complemented by our suite of ancillary services, which support our physicians in providing high
quality and cost-efficient patient care. These ancillary services are eomptised of a diagnastic laboratory, multi-specially physician practices, urgent care faeilities, ancsthesia services,
optical services and specialty pharmacy services. As a result, we believe we are well positioned o benefit from rising consumerism and payors’ and patients’ focus on the delivery
of high quality carc and supcrior elinical otteomes in the lowes! eost and eare seiting.

As af March 10, 2017, we owned or operated, primarity in partnership with physicians, a portfolio of 104 surgical facilities comprised of 99 ASCs and five surgical hospitals
across 29 states. We owned a majority interest in 74 of the surgicat facilities and conselidated 94 facilities for financial reporting purposes. In addition 10 surgical facilities, we
owned or operated a network of 56 physician practices,

We continue o foeus on improving our same-facility performance, selectively acquiring estoblished facilities and developing new facilities. During the year ended
December 31, 2016, the Cnmpany acquired & controlling interest in two surgical facilitics and two anesthesia practices in new markets and a surgical facility in an cxisting market
which was merged into an existing faeifity and an anesthesia practices in an existing market for $36.5 million. The Company additionally completed acquisitions in existing markets
of an urgent care facility, nine physieian practices and two integrated physician practices which includes theee ASCs, a lab and a phannacy for a combined purchase price of $114.7
million, net of $16.6 wmnillion of contingent scquisition consideration, adding a total of 19 physicians to our physician network. In addition, the Company purehased an additional
7.04% interest in its hospital in ldaho Falls, Idaho for $20.3 million.
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SURGERY PARTNERS, INC.
MANAGEMENT'S DISCUSSION AND ANALYSIS

On October 1, 2015, we completed our initial public offering ("IPO”) of 14,285,000 shares of commeon stoek at an offering price of $19.00 per share. On Oclober 6, 2015, we
received net proceeds from the sale of common stoek in this offering of $255.8 million, after deducting underwriting discounts and other fees of $15.6 million. These net proceeds
were used 10 repay a portion of the borrowings outstanding under the 2014 Second Lien and to pay fees nssocinted with this offering, The Company also incurred an additional $4.8

million in costs directly related to the 1PO.

On November 3. 2014, we completed the nequisition of Symbion Holdings Corporation {"Symbion"} ("the Merger™), which added 55 surgical facilities, inetuding 49 ASCs
and six surgical hospitals, to our nctwork of existing facilities. We acquired Symbion for a purchase price of $792.0 million pursuant to the terms of an Agreement and Plan of
Merger dated es of June 13, 2014. The Symbion acquisition was financed through the issuance of approximaiely $1.4 billion.

Revenues

Our revenues consist of patient service revenues and other service revenues. Patient service revenues consist of revenue from our surgical ficility serviees and ancillary
services segments. Specifically, patient service revenues include fees for surgical or diagnostic procedures performed at surgical facilities that we eonsolidate for finaneial reporting
purposes, as well as for parient visits to our physician praetices, anesthesia services, pharmasy services and dingnostic screens ordered by our physicians. Other service revenues
consist of praduct sales from our optical ksboratories, s well as the diseounts and handling charges billed to the members of our optical produets purchasing organization. Other
service revenues also include management and administrative service fees derived from our non-eonsolidated facilirics thal we account for under the cquity method, management of
surgieal facilities and physieian practices in which we do not own an interest and management services we provide to physigian praclices for which we are oot required to provide

capital ot additional assets.

The following table summarizes nur revenues by service type as a percentage of total revenues fir the perinds indicated:

Year Ended December 31,

2016 2015 2014
Patient service revenues:
" Surgical facilifies revenues e , 90.3% 91.6% 83.9% .
Ancillary services revenues ' ' 7.6% 64% 123%
’ 98.2% - 98.0% 96.2%
Other service revenues:
Optical services revenues Cs ’ . 1.1% 1.5% o 1.5%
Other 0.7% 0.5% 0.3%
: : 1.8% 2.0% 3.8%
£00.0% 100.0% 100.0%

Tolal revenues

Payor Mix

The following fable scis forth by type of payot he percentage of our patient service fevenues genierated at the surgical faeilities which we eonsolidate for financial reporling
purposes in the periods indicated:

Year Ended December 31,

2016 2015 2014
Privaie insurance payors i 51.5% 55.0% 52.1%
Government payors C ©39.9% IB2% 34.5%
Self-pay pnyors ) 1.8% 1.7% 3.5%
Other payors( T 6.8% 5.1% 9.9%
Total 100.0% 100.0% 100.0%

(1} Other is comprised olouto lisbilily, Iclters o fproteciion and other payor types.
Surgical Case Mix

We primarily operate multi-speeialty surgical faeilities where physicians perform a variety of procedures in various specialiies, ineluding GI, general surgery, ophthalmology,
orthopedies and pain management, among others. We believe this diversification belps to protect us from adverse pricing and utilization trends in any individual procedure type and
results in greater consistency in our casc volume.




SURGERY PARTNERS, IRC.
MANAGEMENT'S DISCUSSION AND ANALYSIS

The following table sets forth the percentage of cases in each specialty performed af the surgical facilities which we consolidate for financial reporting purpases for the periods
indicated:

Year Ended December 31,

2016 2015 2014
Giisirointestinal ) 22.7% 2.2% 15.0%
General surgery 24% 2.9% 2.9%
Ophihalmology ) " 29.4% 300% 40.7%
Orhopedics and pain management 32.4% 30.5% 33.1%
Other B oo 13.0% 14.4% 8.3%
© Toul ' 100.0% 1000% 100.0%

The changes it our surgical case mix are primarily atiribulable to the Symbion acquisition. On & pra formz basis, when effecting the 2014 period for Symbion, the surgical case
mix is consistent with the 2015 and 2016 periods.

Same-facility Information

Same-facility revenues include revenues from our consolidated and non-consolidated surgical facilifies (excluding facilities acquired in new markets or divested during the
current and prior periods) along with the revenues from our ancillary services comprised of a diagnostic laborutory. multi-specialty physieian practices, urgent care facilitics,
anesthesia services, optical services and specialty pharmacy services that complement our surgical factlities in our existing markets.

Year Ended December 31,
2016 2015
Cases 427,537 401,134
Case growth 65.6% N/A
Revenues per case - _ i s 2611 8 2,481
Revenues per case growth 5.2% N/A
Number of facilities - 95 NiA

OCperating Income Margin

Our operuting income margin for the year ended December 31, 2016 increased to 17.2% from 15.1% during the year ended Decemnber 31, 2015, During the year ended
December 31, 2016, we recorded $8.7 million of merger transaction and intcgration costs related to the Merger and other acquisitions, a loss on debt extinguishment of $11.9
million, 2 gain on litigation scitlement of $14.1 million, contingent acquisition compensation cxpense of §$5.1 million and a loss on disposal of long-lived assets of $2.4 million.
Excluding the impie! of these ifems, our operating income margin was £8.4% for the year ended December 31, 2016.

During ihe year ended December 31, 2015, we recorded $17.9 million of merger wansaction and integration costs related 1o the Merger, a loss on debt extinguishment 0f $16.1
mitlian, IPO equity-based compensation expense of $6.2 million, termination of management agreement and IPO costs of$5.8 million and a gain on disposnt of long-lived assets of
£2.1 millian. Fxcluding the impact of these items, ¢ur operating income margin was 19.7% for the year ended December 31, 2015. The decrease in the adjusted operating income
margin year over year is prinarily reluted ta the effects of the laboratory mate reductions from CMS, which aceounted for approximately 0.9% af the decrease,

Scpment Informntion

A public conpany is required to report annual and interim finaneial and deseriptive information abaut its reporable operating segments, Operaling segments, as defined, are
componenis of an enterprise about which separate financial information is available that is evaluated regutarty by the chief operating decisian maker, or “CODM,” in deciding how
{0 allocate resources and in nssessing performance. Aggregation of similar operating vegments into a single reporiable operating seguwent is permitted if the businesses have vimilar
economic charscteristics and meet the criteria cstablished by GAAP.

Our business is comprised of the following thres reportable segments:

Surgical Facility Services Segment: Our surgical facilily services segment consisis of the operation of ASCs and surgieal hospitals, and includes our
anesthesia services. Our surgical facilities primarily provide non-cmergency surgical procedures across many speciatties, including. among others, G, general surgery,
ophthalmalogy, orthepedics and pain management.
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Ancillary Services Segment: Our ancillary services segmen! consists nf & diaganstic laboratory, a specialty pharmacy and multi-specivlty physirian practices.
Thesc physician practices include our owned and operated physician practices pursuant to long-lerm mianagement service agreements.

Optical Services Segment: Our optical services segment consists of an optical taboratory and an opfical products group purchasing organization. Our oprical
laboratory manufactures eyewear, while our optical products purchasing organization negotiates volume buying discounts with optical produet manufacturers.

Our financial infommation by reporting scgment is prepared on an internal managesment reporting basis thet the chief operating decision maker uses to alipcate resousees and
assess the performance of the operating segments, Our operating scgments have been defined based on the separate financial information that is regularly preduced and revicwed by
our CODM, which is our Chicf Exceutive Officer.

t reporting and realigned the disclnsures 1a reflect the review and deeision making made by the CODM. The
purpose of these changes was to replace operating income with adjusted EBITD A as the primary profivloss metric reviewed by the CODM in making key business decisions and
on allocation of resources. We have revised the segment disclosures below ta replace operating income with adjusted EBITDA and has provided n reconciliation from adjsted
EBITDA back to net income in the reported eondensed consolidated finaneial infonnation. These changes hadl ne effect on nur reportable segments, which are presented consistent

with prior periods.

During the second guarier of 2016, we reassessed our segmen

The following tables present financial information for cach repnriable segment (in thousands):

Year Fnded December 31,

2016 2015 2014

Net Revenucs: B .
Surgical facility services §  1,042097 §  RR4,144 $ 339309
Aneillary services 7 90,836 61,175 49,787
Optical services ) 12,505 14,572 14,193
Total revenues o S 1145438 §  959.891 S 403,289
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Year Ended December 31,

2016 2015 2014

Segment Adjusted E I?{A' S - ] ’ ‘
Surgical facility services S 214218 § 180,113 § 83,149
Ancillry services - S 2 12,685 IR715 18,354
Optical services ' ' 3.308 3,905 3,880

Total segment adjusted EBITDACH . - 3 230201 £ - 202733 § 105,383
‘Genieral and administraive expénses © § (60246) 8 (55.992) S {31,452)
Naon-cash stock compensation expense 2,021 7,502 942
Contingent acquisition oompensanon cxpense ' 5,002 — . —
Managemenl fee — 2,250 2,161
Adquisition related costs I 2,185 1,560 —
Total adjusted EBITDA (1 o 179,263 158,053 77,034
Net income atiributable to non-controlling interests 75,630 71,416 38,845
Depreciation and amortization  ©© (39,551) (34.545) (15,061)
Interest and other expense, net (100.571) (100,980 (62.101)
Income tax (expense) benefit : ' (7,095) 148,682 (15,758)
Non-cash stock compensation cxpensc ) (2,021) (7,502) (942)
Contingent acquisition conipéﬁg;;tidn expense (5,052) — —
Termination of management agreement and 1PO costs _— (5,834} —_
Manggementfee ™ LU0 i (2.250) (2.161)
Merger transaction, hatcg;uﬁét; and practice acquisition costs (11,617) (20.579) (21.690)
Gain on litigation settlement - - L ¢ ¢ o ] 14,101 — —
{Loss) gain on disposal or impoirment of long-lived assets, net (2,355) 2,007 (1,804)
Tax reccivable agreement expiense. . . ' (3.733) (119911 —
Loss on debt refinancing - o (11,876) (16.,102) (23414)

Total net income (loss) o 5 85083 § 72845 S (27.052)

13 The above lable rrenneiles ndjusted ERITDA by scgment le et i neore as reflected in the unaudited cnndensed lidased st s al operatinos.

When we use the tem "Adjussed EBITDA " it is refering 1o net income minus (a} net income sttributable tn non-controlling interests phus (b)income tx (benefit) expensc, tof inlerest and othee expense, net,

{d) depreciation nnd amndization, {€} termination of maragemen! ngrecment nod PO coss, (f) managemenl lec, {g) merger traassetion, suegration and practice acquisition custs, (h) uon-cash stock compensation
expense, (i) loss an dehe cefinnncing. () sootingent nequisitinn enmpensalion cxpense, (k) tax receivalilc sgreement expense, {1) gain or filigation settemenl and (m) {foss) gir on disposal or impninmient allong-
lived assers. Non-ontrolling interests represent the Interests nf third partics, such s physicigns, and in some cascs, healthcare sysierns thas own an interest in surgicel facilities thrt we consnlidate for finnnciat
reparling purpnses. Dur operating sirategy is tn apply b markel -based sppranch in slructuriog its parinershipy with individual market dynamics driving the straciure, We belicve chat it is helpful 1o inventoss to
present Adjusted ERITD A as defioed shave becausc it excludes the porfion nf oct incnme ntiribulable tn these thind-pany intercsts nod clarifies farinvesioss our pnninn of Adjusied EBITDA generared by ils
surgical faciliricy and other upermiiuns.

Weuse Adjusted ERITI}A 65 a mensure alliquidity. It is included because we believe that it provides investors with additinnal i nformation nhnut éts shiiity to incur and service deht nnd make capital
expendisures,

Adjusted EHITTIA i nnt o measurement af financial per fvrmance prliquidily under GAAP. 1t should no1 be cansidared in isatatinn pras & substitule 1ar net ingome, pperating income, cush flows from nperating,
iowesting ot [inoncing sesivities, Lrany other measure caltulated in accordance with generaily sccepted eceouating principbes. Theitems cxeluded from Adjusted EBITD A nrv sighificant companents in
messtanding and evaluating rancial perfermance and liquidity, Oar colouimion of Adjusted EBITDA may not be enmparable 10 simiiarly titied measures repaned by ather companics,

) Fex pryatic pursumnt the $anag ement and nvesinient A dvisory Serviees Agnietent between the Cumpany ard Baysiie, which was wrotinated in connectinu wish the Cowupany's B0

133 This amount includes merger teansaction and integration costs o(5B.7 milliag and $17.9 million for the years ended Decenther 31 L2016 and 2015, respeetyveiy, and praviier ncquisition cnals nf§2.9 million and $2.7
nii Mo nrthe years ended [Peconber 11,2016 and 2018, respectively,
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December 31, 2016 December 31, 2015

Assets:
Surgical facility services >~ P 5 1014842 $ 1,762,396
Ancillary scrvices _ . 84,002 118,198
Optical services - - ' ‘ 22478 25,537
Total 5 2121322 8 1,906,131
General and administrative $ 183,636 § 198312
Tomlassets™s . § . 2304958 § 2,104,443

Ycar Ended December 31,

2016 2015 2014

Supplemental Infermation: -

Cash purchases of property and-cqu-ipmcnt, net:

. Surgical facility services N $ 20157 § 26,723 5.158
Ancillary services 5,388 1,051 1,034
Optical services o 351 128 338

Total i _ $ 34896 S 27902 S 6,527

General and administrative h s 4213 § 5537 % 1,209 )

Total cash purchases of property and equipment, net $ 39409 § - 33430 1736

Critical Accounting Policies

Our significant accounting policics and practices are described in Note 2 of our consolidated financial statements included elsewhere in this report, In preparing our
ennsolidated financial statements in conformity with Generally Accepied Accounting Principles ("GAAP™), our management must make estimates and assumnptions that afTect the
reported amounts of assets and liabilities and related disclosures at the date of the financial statements and the reported amnunts of revenue and expenses during the reporting
period, Certitin accounting estimates are particularly sensitive because of their complexity and the possibility that fiture events affecting them may differ materially from our current
judgments and estimates, Our achual results could differ from those estimates. We believe that the foliowing critical accounting policies are important o the portrayal of cur finaacial
condition and results of operations and require our management’s subjective or complex judgment because of the sensitivity of the methods, assumptions and estimates used, This
listing of critical accounting policies is aot intended to be a comprehensive list of all of our accounting polieies. 1n many cases, the accounting treatment of a particular transacting is
specificaily dictated by GA AP, with no need for management’s judgment regarding accounting policy.

Consolidation and Control

Our consolidated financial statements include the accounts of our Company, wholly-owned or controlled suhsidiaries and varioble interest entities ia which we are the primary
beneficiary. Our controlled subsidiaries consist of wholly-owned subsidiaries and other subsidiaries that we control through our ownership of a majority voting interest or other
rights zruated 10 us by contract o function as the sole general partner of managing member of the surgical facility. The rights of limited partners or minority members at our
controlled subsidiurics are generally limited to those thal protect their nwnership interests. including the right to approve the issuance of new ownership iaterests, and those that
protect their fiaancinl interests, including the right to approve the acquisition or divestiture of sigaificant assets or the incurrence of debt that either physician limited parmers or
minority members are required tn guarantee on a pro-rats basis based upon their respestive ownership, or that exceeds 20.0% of the fair market value of the related surgical facility’s
asscls, All significant intercompany batances and transactions, including management fees from consolidated surgical facilitics, arc eliminated in consolidation.

We hold non-controlling iaterests ia five surgical facilities, three anesthesia practices and two physician prectices over which we exercise significam influence. Significant
influence includes financial interests, dutics, rights and responsibilities for the day-to-day management of the entity. We also consider the relevant sections of the Accounting
Standard Codification (*ASC") 810, Consolidotion, o determine if we have the power 1o direet the activities and are the primary beneficiary of (and therefore should consnlidate)
any entity whose aperations we do not control with voting rights, As we were the primary beneficiary, we consolidated ten entities at Drecember 31, 2016,

Revenue Recognivion

Our patient scrvice reveaues are derived from surgical procedures performed at our ASCs, paticnt visils to physician practices, anesthesia services provided to patienis,
pharmacy services and diagnostie sereens ordered by aur physicians. The fees for sueh scrvices are
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billed either to the patient or a third-purty payor, intluding Medicare and Medicaid. We recognize patient service revennes, nel of contractual allowances, which we estimate based
on the historical trend of our cash collections and contractual write-offs.

Our opiical products purchasing organization negotiates volume buying discounts with optical product manufacturers. The buying discounts and any handling charges billed to
the members of the purchasing organization represent the revenues recognized for financial reporting purposes. Revenue is recognized as orders are shipped to members. Product
sale revenues rom our optical laboratories and marketing products and scrvices businesses, net of an allowance for retumns and discounts, is reepgnized when the product is
shipped or service is provided fo the customes, We base our estimates for sales returns and discounts on historical experience and have nat cxperienced significant fluctuaiions

between estimated and actual return activity and discounts given.

Other service revenues consist of manage ment and administrative service fees derived from non-consolidated surgical fucilities thal we aceount for under the equity method,
managemnent of surgical facilities in which we do not own an inferest and management services we provide 1o physician networks for which we are not required to provide capital or
additional assets. The fees we derive from these management arrangements are based on a predetermined percentage of the revenues of each surgical facility and physitian
network. We recagnize other serviee revenucs in the period in which services are rendered.

Allowance for Contractual Adjustments and Doubtful Accounts

Our patient service revenues and other receivables from third-party payars are recarded net of estimated contractual adjustments and allowances from third-party payors, which
we estimate based on the historical trend of our surgical facilitics” cash collections and contractual write-o(fs, accounts receivable agings, cstablished fee seheduls, relationships
with payors and procedure statisties. While changes in estimated reimbursemment from third-party payors remain a possibility, we expect that any sueh ehanges would be minimal
and, therefore, would not have a materia! ¢ffect an our financial condition or results of operations.

We estimate nur allowances for bad debts using similar infarmation nnd analysis, While we believe that our allowances for contructus] adjustinents and bad debts are adequate,
if the actual write-offs are significantly different from our estimates, it could have a material adverse cffect on nur financial condition and results of operatinng. Because in mast
cases we have the ability to verify a patient’s insurance coverage before scrvices are rendered, and because we have entered info coniracts with third-party payors which account for
a majority of our total revenues, the out-af-period contractual adjustments have been minimal. Our net accounts receivable reflected allowances far doubtful sccounts of $29.9

million and $1 8.3 million at Decernber 31, 2014 and December 31, 2015, respectively.

Our collection policies and procedures are based on he type of payor, size of claim and estimated collection pereentage for cach patiem account, The opernting systems used 10
manege aur patient accounts provide for an aging schedule in 30-day inerements, by payor, physician and patient. We analyze accounts reccivable of cach of our surgical facilities 1o
ensurt the proper collection and aged category, The operating systems gencrate reports that assist in the collcetion efforts hy prioritizing patient accounts, Collection efforts include
direct contact with insurance carriers or patients, written correspondence and the use of legal or collection ageney assistance, as required. Our days sales outstanding were 70 days
for the year ended December 31, 2016 and 60 days for the year ended December 31, 2015.

At a consolidated level, we review the standard aging schedule, by facility, to determine the appropriate provision for doubtful accounts by monitering changes in our
consolidated accounts receivable by aged schedule. days sales putstanding and bad debt expense as & peroentage of revenues. Ata consolidated level, we do not review a
consolidated aging by payor. Regional and local employees review each surgical facility's aged accounts receivable by peyor sehedule. These employees have a closer relationship
with the payars and have a more thorough understanding of the collection process for that particular surgical facility, Furthermore, this review is supported hy an analysis nf the
actual revenues, contrastual adjusiments and cash collections reccived. If our internal collection efforts are unsuecesstul, we further Teview patient accounts with balances of $25 or
more. We then classify the accounts based on any external collection efforts we deem appropriate. An account is written-ofT only after we have pursued colleetion with legal or
collection agency assistanee or otherwise deemed an account to be uncollectible. Typically, accounts will be outstanding a minimum of 120 days before being written-ofT.

We recognize that final reimbursement of outstanding accounts receivable is subject to final approval by each third-party payor. However, beeause we have contracts with our
third-party payors and we verify the insurance coverage of the patient before services are rendered, the amouats that are pending approval from third-party payors are
minimal. Amounts are classified outside of sclf-pay if we have an agreement with the third-party payor or we have verified a patient’s coverage prior to services rendered. 1t is our
policy to collect eo-payments and deductibles prior fo providing services. It is also our policy to verify a patient’s insurance 72 heurs prior to the patient’s procedure. Because our
services are primarily non-emergency, our surgical facilities have the ability to control these procedures. Our paticnt service revenues from self-pay payors as a percentage of total
Tevenues were approximately 2%, 2% and 4% for the years ended Decernber 31, 2016, 2015 and 2014, respectively.

Income Taxes and Tax Receivable Agreement

We use the asset and Tisbility method te aceount for income (axes. Under this mothed, deferred income tax assets and liabilities are recognized for the future tax conscquences
atiributable to differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax hases. Deferred tax assets und liabsilities are
measured uging enacted tax rutes expected to apply fo taxable income in the years in which those temporary differences are expeeted to he recovered or settled. If a net operuting loss
carryforward exists, we moke o deermination as to whether that net aperating loss carryforward will be utilized in the future. A valuatinn allowance will be established for certain
net operating Inss carryforwards and other deferred tax assets where their recoverahility is deemed to be uncertain. The camrying value of the net deferred tax assels is based upon
estimates and assumptinns related to our ability to generute
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sufficient future taxable income in certain tax jurisdictions. If these estimates and related assumptions change in the future, we will be required to adjust our deferred tax valuation
allowances.

As of Decernber 31, 2016, we had unused federal net operating Joss earryforwards {“NOLs™) of approximatcly $390.6 million. Such losses expire in various amounts at
varying times beginning in 2025, Unless they expire, these NOLs may be used fo offset Future taxable income and thereby reduce our income taxes otherwise payable.

We rccorded 8 valuation aliowance against our deferred tox assets at December 31,2016 and 2015 totaling $7.4 million and $6.9 million, respectively, which represents an
increase nf $S00,000. The valuation allowance continues to be provided for certain deferred tax assets for which we believe it is more likely than sot thal the tax benefits will oot be
realized, which arc primarily certain state net operating losses and capital loss carryforwards.

As o resull of the reversal of the valuation allawance, we will need to contimue to manitor results. [Tour expectatinns for future operating results on a consolidated hasis or at
the state jurisdiction level vary from actual results due to changes in healthcare regulations, general economic conditions, ot other factars, we may need ta adjust the valuation
allowance, for al! or n portion of our deferred tax asseis. Qur income tax expense in future periods will be reduced or increased 1o the extent of offsening decreases or increases,
respectively, in our vjuation allowance in the period when the change in eircumstances occurs. These changes eould have a significan! iinpact on our future carnings.

Section 382 (“Section 382" of the Internal Revenue Code of 1986, as amended (the “Code™)} imposes an annual limit on the ability of 8 corporation that undergoes an
“oywnership ehange” to use its NOLs to reduce its tax lability. An “ownership change” is gencrally defined as any change in awnership of more than 50.0% of 2 corporation’s
“stoek” by its “S-percent sharcholders” (as defined in Scetion 382) over a rolling three-year period basced upon cach of those sharchalder’s lowest pereeniage of stoek owned during
such period. As a result of the Symhion acquisitian, approximately $179 million in NOL carryforwards are subject & an annual Section 382 base limitation of $4.9 million, and, as
a result of the Novamed acquisition, approximately $17 million in NOL carryforwards are subject to an annual Section 382 base linitation of $4.9 million. I is possible that future
transactions, not 2l of which would be within our control (including a possible sale by the tnvestment funds affiliated with H.1.G. of some or all of their shares of our commuon
stoek), eoudd cause us 1o underro an ownership change as defined in Section 382. In that event, we would not be able to use owr pre-ownership-change NOLs in excess of the
limitation imposed by Section 382. At this time, we do not believe these fimitations, when combined with amounis allowable due o net unrecognized huilt in gains, will affect our
ability to use any NOLs before they expire. However, no such assurances ean be provided. IT our ability 1o utilize our NOLs to offsct taxable income generated in the Teture is
subject tn this limitation, it conld have an adverse effeet on our business, prospects, results of operations and finaacinl condition. We expeet the payments we will be required 1o
make under the TRA will be substantial.

As part of the Reorganization that was cffective Seplember 30, 2015, we entered into a Tax Receivable Agresnent (“TRA"™) under whieh generally we will be required to pay
10 our stockholders as of immnedistely prior to the IPO 85% of the cash savings. if any, in U.5. federal, state or local tax that we actually realize (or are deemed (o realize in certain
circumnstancas) as a result of (i) certain tax attributes, including NOLs, capital Jasses, eharitable deductions, alternative minimum tax credit carryforw ards and federal and state tax
credits of Surgery Parmers, Inc. and its affiliates relating to taxable years ending on or before the date of the Reorganization (caleulated by assuming the taxable year of the relevant
cntity closes on e date of the Reorganization) that are or become available to us and our whally-owned subsidiaries #s a result af the Reorganization, and (ii) tax benefits
attributable 10 payments made under the TR A, together with interest accrued at a rate of LIBOR pius 300 basis points from the date the applicable tax return is due {without
extension) until paid. We expect the payments we will be required to make under the TRA will be substantial.

The amounts payable under the TRA will vary depending upon a number af factors, inelading the amount, character and timing of the 1axabie income of Surgery Partners, Tue.
in the firture. We estimate the total amounts payable o be approximately $123.3 million, if the tx benefits of related deferred tax assets are ultimmely realized. OT the total amount
payable, we expect to pay approximately $1.0 million of the liability during the year ending Decetmber 31, 2017,

Long-Lived Assets, Goodwill and Intangible Assets

We test our goodwill and indefinite-lived intangible assets for impairment annually, as of October 1. or more frequently if eertain indicators nrise. We review goodwill at the
reporting unit Jevel, which is defined as oae level below an operating segment. We have determined that we has five reporting units, which include the following: 1) Surgical
Facilities 2) Ancillary Services, 3) Midwest Labs, 4) The Alliance, ineluding Optical Synergies and 5) Family Vision Care. When reviewing goodwill, we compare the carrying
value of the net assets of the reporting unit to the net present value of the estimated discounted future eash flows of the reporting unit. If the carrying value exceeds the net present
value of the estimated discounted future cash flows, an impainnent indicalor exists and an estimate of the impairment loss is colealated. ‘The fair value calculation ineludes multiple
assumptions and estimates, including the projecied cash flows and discount rates applied.

We performed nur annual goodwill impairmen( assessment by developing a fair value estimate af the business enterprise as of Octoher 1, 2016 using a discounled cash flows
approach, The results of our fair value estimate were corroborated using a market-based approach. The result of our annual goodwill impairment test at Qetober 1, 2016 indicated
no impairment.

Off-Baiance Sheet Arrangements

From time to time, we guarantee our pro-rata shase of the third-party debis and other obligations of many of the non-consolidated partnerships and limited liabilisy companies
in which we own an interesi. In most instances of these guarantess, the physicians and/or
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physician groups have also guaranteed their pro-rata share of the indebtedness to secure the financing. At December 31, 2016. we did not guarantee any debt of our non-
consolidated surgical facilitics.

Eguity-Based Compensatian

We recognize in the financial statements the cost of employee services received in exchange for awards of equity instruments based on the fair value of those awards. Prior fo
the Reorganization, en the grant date, we employed a market approach 1o ¢stimale the fair value of equity-based awards hased on various considerations and gsswmptions, including
implicd eamings multiples and ather metrics of relevant market participants, ous aperating results and foreeasted cash flows and our capital strueture. Such estimates require the
input of highly subjective, complex assumpltions, However, such assumyptions are not requited To determine foir value of shares of our comman stock as our undertying shares are
now publicly traded, The fair value of future stock options awarded will be based on the quoted market price of our commen slock upon grant, as well as assumptions iocluding
expeeted stock price volatility, risk-free interest fate, expected dividends, and expected term.

Our policy is (o recognize compensotion expense using the straight line method over the relevant vestiog period for units that vest based on time. Our equity-baged
compensation expense can vary in the future depending on many factors, ineluding levels of forfeitures and whether performance targets are met and whether a liquidity event
oceurs. Prior to the Reorganization, employees held membership units in Surgery Center Holdings, LLC, und the associated expense was referred to as unit-based compensation. In
conneclion with the Reorganization, our board of directors and stockhotders atopted the Surgery Parmers, Inc. 2015 Onmibus Incentive Plan frmm which our futore cquity-based
awards will be granted. Following, the Reorganization, such expense is referred to as equity-based compensation.
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Results of Operations

The following tables summarize certain results from the statements of operations for the years ended December 31, 2016, 2015 and 2014, The tables also show the percentage
refationship to revenues for the periods indicated (dollars in thousands):

Yenr Ended December 31,

e 015 2014
% of % of
Amount Revenues Amount Revenues Amount % of Revenucs
Revemues o T R RELY: 1000% § 959,891 1000% § 403289 - 1000%

Operaaiﬁg expenses:
" Cosl of revenues o - 821,196 T17% 669326 69.7% 254178 63.0 %

General and administrative expenses (includes contingent
acquisition eompensation expense of $5,092 for the year ended

December 31, 2016) 60,246 53% 55,992 58% 31,452 18 %
" Depreciation nd amortization . s 39,551 35% 34,545 36% 15068 37%
Prﬁviqion for doubtfi1l accounts 24,212 21% 23,578 2.5% 9,509 2.4%
" Income from equity nvestments S (4,764) 0.4)% G777 0.4% (1.264) (0.3)%
Loss (gain) on disposal or impairment of‘long-lwed assets net 2,355 02% (2.097) (0.2)% 1.804 0.4%
£ Loss on debt refinancing T 11,876 1.0% 16102 17% 23414 S8%
Merger transaction and integ ration cos!s B, 738 D.8% 17.920 1.9% 21,690 5.4%
f 7 Gain on litigntion settlemnent ST ' (14,101} (1.2)% —_ —% - T—%
Tennination of management ogreement and IPO costs — —% 5834 0.6 % — —%
*Etecironic healih rodords incéntive income S (408) —% (17613 0.2)% (3.356) (0.8)%
Other expenses {income) 55 —% (525) 0.1% ()] —%
Total opermting expenscs o ' 948,056 " g28%  RIS13T 24.0% 152482 R7.4 %
Qperating, incnme 196,482 17.2% 144,754 15.1% 50.807 12.6%
“Fax receivable agreement expense U (3.733) ©3% (119911 (12.5)% - —%
Interest expensc, net 7 (100,571) (8.8)% (100.980) (10.5)% (62,101) (15.4)%
' Income (Iss) before income taxes ' ‘ 92178 .  80% (76,137 (7.9% (11,294 (2.8)%
Income tax expense (benefin 7,095 06% (148982 {15.5%% 15,758 3.9%
~ Netincome (loss) - Y 74% 12845 76%  (21.082) - 6.7)%
Less: Net ineome attributable 1o nnn-control]mg mierew: {75,630) (6.6)% (71.416) (7.4)% (38,845) (9.6)%
et income (loss) atiributsble to Surgery Partiers, Inc. £ 9,453 08% § 1,429 0.1% S (65807 . {16.3)%

Year Ended December 31, 2016 Compared to Year Ended December 31, 2015

Chverview. During the year ended December 31, 2016, our revenues increased 19.3% to 81,1 billion from $959.% million for the year ended December 31, 2015, We ineurred
net income attributable to Surgery Partners, Inc. for the 2016 period of $9.5 million, compared to $1.4 million for the 2015 period,

Revenes, Revenues for the year ended December 31, 2016 compared to the year ended December 31, 2015 were as follows (dollars in thousands):

Year Ended December 31,
Dallar Percent
2016 2015 Variance Varlanee
Patient service revenues $ 1,124,604 8 940,711 § 183,693 19.5%
Optical service revenues 12,505 14,572 (2,067) (14.2)%
Ofther sérvice revenues S _ 8.329 4,608 3,721 80.8 %
Total revenues 5 i,145438 8 959891 § 185,547 19.3 %
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Patient service revenues increased 19.5% to $1.1 billion for the year ended December 31, 2016 enmpared 1o $940.7 million for the year ended December 31, 2015, This
increase in patient service revenues was primarily attributable to the integration of cur 2016 and 2015 scquisitinns.

Cost of Revenues. Cost of revenues increased 1o $821.2 million for the year ended December 11, 2016 compared to $669.3 mittinn for the year ended December 31, 205
primarily atiributable to cur 2016 and 2015 acquisitions. As a percentage of revenues, cost of revenues were 71.7% fnr the 2016 period and 69.7% for the 2015 period.

General and Adminksirative Expenses. General and administrative expenses increased to $60.2 million for the year ended December 31, 2016 compared to $56.0 millioa for
the year ended December 31, 2015, The 2016 peviod includes contingent acquisition compensation expense of $5.1 million, As 2 percentage of revenues, general and administrative
expenses were §.3% for the 2016 period compared fo 5.8% for the 2015 period. General and administrative expenses as a pereentage of revenucs adjusted for contingent acquisition
compensation expense and stock compensation expense would be 4.6% fir the 2016 period and 5.1% for the 2015 period.

Depreciation and Amortization. Depreciation and amortization increased to $39.6 million for the year ended December 31, 2016 compared to $34.5 million for the year ended
December 31, 2015, As n percentage of revenues, depreciation and amortization expenses were 3.5% for the 201 6 perind and 3.6% for the 2015 period,

Provision for Daubgfil! Accornts. The provision for doubtful accounts mereased to $24.2 million fos the year ended December 31, 2016 compared to $23.6 million for the year
ended December 31, 2015. As a percentage of revenucs, the provision for doubiful accounts was 2,1% for the 2016 period and 2.5% for the 2015 period.

Income from Lquity Tnvertments. Income from equity investments was $4.8 miltion for the year ended December 31, 2016 compnred 1o $3.8 million for the year ended
Decemher 31, 2015,

Loss (Gain) an Disposal or Impairment of Long-Lived Assets, Net. The net loss on disposal of long-lived assets was 52.4 miltinn fr the year ended December 31, 2016
compared 1o a net gain of $2.1 million for the year ended December 31, 2015, This difference is primarily attributable to a gain on the sale of interests in a surgical facility in 2015
compared to a loss related to the disposition of equipment and leasehold improvements for 2016.

Loss an Debt Refinancing. We incurred $11.9 million as a loss on deht refinancing for the year ended December 31, 2016 compared to $16.1 million for the year ended
Decemher 31, 2015, related to the amendment of the 2014 First Lien, the paydown of the 2014 Second Lien, defined herein, nnd the write-off of the related debt issuance costs and
discount in addition to a prepayment penalty in 2016 and the paydown of the Sceond Lien during 2015.

Merger Transaction and Integration Costs. We incurred $8,7 million of merger transaction and integration costs for the year ended December 31, 2016 compared n $17.9
million for the year ended Deceimber 31, 2015, related to the Merger and other nequisitions.

Gain on Lidgation Settiement. We recorded a gain of $14.1 million related to a legal settlement for the year ended December 31, 2(H6, the year in which the seftlement was
reached.

Electranic Health Records tncentives Income, Income from electronic health records incentives was $408,000 for the year ended Deceinber 31, 2016 compared to $1.8 million
for the year ended December 31, 2615,

Operating Income, Que operating income margin for the year ended December 31, 2016 inercased 10 17.2% from 15.1% during the year ended December 31, 2015, During
the year ended December 31, 2016, we recorded $8.7 miliion of merger transaction and integration ¢osts retated fo the Merger and other acquisitions, a loss on debt extingatishment
of $11.9 milien, 2 gain on titigation settlement of $14.1 million, contingent acquisition compensation cxpense of $5.1 million and a Inss on disposal of long-lived assets nf $2.4
million. Excluding the impact of these items, our operating income margin was |8.4% for the year ended December 31, 2016,

During the year ¢ended December 31, 2015, we recorded $17.9 mitlion of merger transaction and integration costs related 1o the Merger, # loss on debi extinguishment of $16.1
million, IPQ cquity-based compensatioo expense of $6.2 million, terminatioa of management agreement and IPO costs of $5.8 millioa and a gain oo disposal of long-lived assets of
$2.1 million. Excluding the impact of these items, our sperating income margin was 19.7% for the year ended December 31, 2015. The decrease in the operating income margin
period over period is primarily related to the effects of the lsboratory rate reduciions from CMS, which accounted for approximately 0.9% of the decrease.

Tax Reccivable Agrecment Expense. We incurred tax receivable agreement expense of $3.7 million for the year ended December 31, 2016 compared (o $119.9 million for the
year ended Decomber 31, 2015, The 2016 expense was reeorded to updale the initial estimated liability for the filed 1ax retums and final 2015 tax losses that are included in the

amounts payable under the TRA,

Interest Expense, Net, Interest expense, net, decreased o $100.6 million for the year ended December 31, 2016 compared o £101.0 million for the year ended December 31,
2015,

Income Tax Expense (Benefit). The income tax expense was $7.1 million for the year ended December 31, 2016 compared 10 a benefit of $149.0 miltion for the year eoded
Decetnber 31, 2015. The effective tax mie was 7.7% for the year ended Deceinber 31, 2016 compared to 195.7% for the year ended December 31, 2015, The change in effective
tax rate was primarily attributable to the tax-cffecs of the release of the valuation allowance during the year ended December 31, 2015 After considering the income attributable to
noncontrolling interests, our fax rate was approximately 42.9% for the year ended Decemher 31, 2016 compared to 101.0% Inr the year ended December 31, 2015,
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Nat Income Aitributable to Non-Controlling Interests. Net income altributable to non-controlling interests increased to £75.6 million for the year ended December 31, 2016
eompared to §71.4 million for the year ended December 31, 2015. As a percentage of revenues, net income attributable to non-controlling interests was 6.6% in the 2016 period and

7.4% for the 2015 period.
Year Ended December 11, 2015 Compared to Year Ended December 31, 2014

Overview. During the year ended December 31, 2015, our revenues increased 138.0% to $959.9 million from $403.3 million for the year ended December 31, 2014, We
incurred a net income atributable 1o Surgery Parimers, Inc, for the year ended December 31, 2015 of $1.4 million. compared to a net loss aitributable to Surgery Parmers, Inc. of
£65.9 million for the year ended December 31, 2014,

Our financial results for the year ended December 31, 2015 compared t the year ended December 31, 2014 reflect the addition of 35 surgical facilities, including 49 ASCs and
six hospitals, that were acquired in connection with our acquisition of Symbion on Movember 3, 2014.

Revermes, Revenues for the year ended December 31, 2015 compared to the year ended December 31, 2014 were as foltows (dollars in thousands):

Year Ended December 31,

Dollar Percent

015 214 Variance Varlance
‘Patient service revenues o s 940711 § #8073 § 552,638 142.4%
Opiical service revenues 14,572 14,193 379 2.7%
'Other service revenues B 4,608 1,023 3,588 350.4%
Tota] revenues $ 959,891 8 403,288 § 556,602 138.0%

Patient service revenues inereased 142.4% to $940.7 million for the year ended December 31, 2015 compared to $388.1 million for ihe year cnded December 31, 2014. This
increase was primarily attributable 1o the surgical facilities we acquired in connection with the Symbion transaction on November 3, 2014,

Cost of Revemees. Cost of revenues inereased to $669.3 miliion for the year ended December 31, 2015 compared to $254.2 million for the year ended December 31, 2014
primarily attribulable 10 the surgical facilities we acquired in connection with the Symbion transaction on November 3, 2014. As a pereentage of revenucs, cost of revenues were
69.7% for the 2015 period and 63.0% for the 2014 period.

General and Administrative Expenses. General and administrative expenses were $56.0 million for the year ended December 31, 2015 compared to $31.5 million for the year
ended December 31, 2014 primurily due to the acquisition of Symbion on November 3, 2014 and the acceleration of stoek compensation in eonnection with the IPO of $6.2 millien.
As a percentage of revenues, general and adiinistrative expenses weee 5.8% for the 2015 period compared to 7.8% for the 2014 period.

Depreciation and Amortization. Depreciation and amortization expenses increased to $34.5 million for the year ended December 31, 2015 compared 1o $15.1 million for the
year ended December 31, 2014 primarily due to the acquisition of Symbion on November 3, 2014. At a percentage of revenues, depreciation and amortization expenses were 3.6%
for the 2015 period and 3.7% for the 2014 period.

Provision for Doubtfied Accounts. The provision for doubtful accounts increased to 323.6 milfion for the year ended December 31, 2015 compared © $9.5 million for the year
ended December 31, 2014 primarily due to the acquisition of Symbion on Navember 3, 2014. As a percentage of revenues, the provision for doubtful accounts wus 2.5% for the
2015 period and 2.4% for the 2014 period.

Income from Equity Investments. Income from equity investments was $3.8 million in the year ended December 31, 2015 compared to $L.3 million in the year ended
December 31, 2014 primarily due to the acquisition of Symbion on Noveniber 3, 2014 as we had no equity method investments prior in the acquisition.

{Gain) Loss an Disposal or fmpairment of Long-Lived Assets. Net The net gain on disposal or impairment of long-lived ussets was $2.1 million for the year ended
December 31, 2015 compared 1o a §1.8 million net Joss for the year ended December 31, 2084,

Lasy on Debt Refinancing, We incurred $16.1 million 28 a loss on debt refinancing for the year ended December 31, 2015 compared to $23.4 million for the year ended
Deceinber 31, 2014, related 10 the paydown of the Second Lien during 2015 and the refinaneing in connection with the Merger during 2014.

Merger Transaction and Iniegration Costs. We ineurred $17.9 million of merger wransaction and infegration eosts for the year ended December 3¢, 2015 compared 1o $21.7
million for the year ended December 31, 2014 all related to the Merger.

Termination of Management Agreemene and IPO Cosis. We inctrred $5.8 million of costs relited 1o the termination of our management agreement with Bayside Capital, Inc.
and other related 1PO cosis for the year ended December 31, 2015,

Electronic Heolth Recards Incentives Income. Income from electronie health records incentives was $1.8 million for the year ended Deeember 31, 2015 eompared to 334
million for the year ended December 31, 2014,
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Opeerating fneome. Qur operating income was $144.8 million for the year ended December 31, 2015 compared to $50.8 million for the year ended December 31, 2014. The
increase in the 2015 period from the 2014 period is primarily attributable to the surgical facilities acqu ired in connection with the Symbion transaction on November 3, 2014, As a
percentage of revenues, operating income was 15.1% for the 2015 period and 12.6% for the 2014 period. During the year ended December 31, 2015, we recorded $17.9 million of
merger transaction and integeation costs related to the Symbion soquisition, a loss on debt extinguishment of $16. | million, IPO equity-besed compensation expensc of $6.2 million.
termination of management agreement and 1PO costs of $5.8 million and recorded a gain of $2.1 million related (0 the sale of our ownership interest in a surgical facility. Excluding
the impact of these items, our operating income margin was 19.7% for the year ended December 31, 2015. Effecting the 2014 period for the Symbion acquisition, our operatiog
income margin for the year ended December 31, 2014 was 21.5%.

Tax Receivable Agreement Expense. We incurred tax receivable agreement expense of $119.9 miltion for the year ended December 31, 2015 compared to $3.7 million for the
year ended Drecember 31, 2014 due 1o the execution of the TRA on September 30, 2015 and the release of the valuation allowance previously recorded against our deferred tax

nssets.

Interest Expense, Net. Ioterest expense, nel, increased 10 $101.0 million for the year eaded Decemnber 31, 2015 compared 1o $62.1 million for the year ended December 31,
2014, ‘The increase was primarily sitributable 1o the new capital seructure used to finance the acquisition of Symbion on Novemher 3, 2014.

Income Tax (Benefit) Expense. Tncome tax benefit was $149.0 million for the year cnded December 31, 2015 compared fo income tax expense of $15.8 million for the year
ended December 31, 2014. The effective tax rate was 195.7% for the year ended December 31, 2015 compared 1o {139.5)% for the year etnded December 31, 2014, The change in
effective tax rate was primarily attribuiable to the tax-effect of the release of the valuation allowance during the year ended December 31, 2015,

Net Income Attributable to Non-Conirolling Inferests. Net income attribwiable to non-controlling interests increased 1o $71,4 million for the year ended December 31, 2015
compired to $38.8 million for the year ended December 31, 2014. This increase was primarily attributable to the surgical facilities we acquired in connection with the Symbion
ansactian on November 3, 2014, As a percentage of revenues, net income attributable o non-conlrolling interests was 7.4% for the 2015 period and 5.6% for the 2014 period.

Liquldity and Capital Rescurces
Operating Activities

The primary source of our operating cash flow is the collection of accounts receivabic from Federal and state agencics (under the Medicare and Medicaid programs), managed
carc health plans, commercial insurance companies and individuals. During the year ended December 11, 2016, our cash flow provided by operating activities increased to §125.2
million compared o $84.5 million in the year ended December 31, 2015. This increase was primarily related to the growth from requisition activity occurring subsequent fo the
2015 period. At December 31, 2016, we had working capital of $175.2 million compared to $129.7 miltion at December 31, 2015,

Tnvesting Activities

Net cash used in investing activities during the year ended December 31, 2016 was $184.7 million, which included $39.1 million related to purchases of property and
equipment, including $4.9 million rclated to the relocation of our hospital in Great Falis, Montana. Additionally. we paid $146.4 million in cash for acquisilions (nct of cash
acquired), of which $129.8 million, cxcluding the $16.6 million of contingent acquisitinn consideration, refated to the purchasc af six surgical facilities, one of which was merged
with an existing facility, three nnesthesia practices, eleven physician practices, a lab and a phannacy. The remaining amoun included an additional payment of $16.6 million in fund
the final escrow payment related to the Merger. Further, we recctved $765,000 in proveeds for the sale of our interests in a surgrcal faeility.

Net cash used in investing activities during the year ended December 31, 2015 was §134.8 million, which included $33.4 million related to purchases of property and
equipinent. Additionally, we purehased five surgical facilities, thirteen physician practices, four ancsthesia praetices and an urgent care facilily for an aggregate purchase price af
$§112.6 miltion (net of cash acquired). We received $11.2 million in aggregate proceeds for the sale of our interests in three surgical facilities.

Financing Acthvities

Net cash provided by financing activitics during the year ended December 31, 2016 was §71.3 million. During this period, we made distributions 1o non-coniralling interest
holders of $65.& nitllion and payments rclated to ownership transactions with consolidated affiliates of $20.1 million. Further, we made repayments on our long-termt deht of $473.4
million offset by borrowings of $650.7 million. Our repayments and borrowings include $156.5 million in dmws and $196.8 million in repayments on our Revolver during the
pesiod. Tn addition, we made paymenis of deht issuance costs of $14.3 miltion and a penalty on the prepayment of debt ol $4,9 millinn during the period.

Net cash provided by financing octivitics during the year ended December 31, 2015 was $33.4 million. During this period, we received proceeds from our initial public

offering, net of offering costs, of $251.0 million, made distributions to non-controlling interest hokders of'$69.7 milkion and payments related to ownership fransactions with
consalidated affilintes of $12.2 million. We madc repayments on our fong-term debt of $328.3 million. These were 0ffset by cash inflnws from debt borrowings of $196.4 million.
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Long-Term Debt

A summary of long-term debt foliows (in thousands):

December 31, December 31,
Deccmber 31, 2016 2015 2014
2014 Revolver Loan T T s 85000 § 125250 § -
2014 First Lien Temn Loans o 932,000 861,300 870,000
2014'Second Lien Credit Agreesent . — 246,500 450.000
Scnior Unsecured Noles 400,000 — —
Subordinaed Notes ' | 1,000 1,000 1,000
Notes payable and secured loans 7 42,50 40,615 31,600
‘Capaal Tease obligations T 13,996 11,316 (0,755
Less: Unamortized debt issuance costs and discounts (32.274) (30,622) (45024
" Total debt o EECE ‘ 1,442,243 1,255,359 1,358,131
Less: Curreal maturities 27.822 27,247 22,088
7 "ol long-term debt e 3 1414421 8 1228112 . % 1,336,243

2014 Revolver Loon

The proceeds of the 2014 Revelver Loan (“Revolver™) may be used for working eapital, acquisitions and development aetivities and general corporate purposes in an aggregaie
principal amount at any time oulsianding nof 1o exceed $150.0 million. Comsnitments under the Revolver terminate and the loans mede thereunder mature on November 3, 2019. On
Ocicber 7, 2015, we eatered into an amendment to the 2014 First Lien Credit A greement to increase certain lenders’ commitments under the Revolver from $80.0 million to an
aggregate principal amount outstanding at any time not to exceed $150.0 million. We have the option of elassifying borrowings under the Revelver as cither Aliernate Base Rate
("ABR") loans or Euradollar ("ED") loans. The interesi base rate on an ABR loan is equal to the greatest of (a) the Prime Rate in cffect on such day, (b) the Federal Funds Effective
Rate in effect on such day plus 0.50% and (¢) the adjusted LIBO Rate for a Barodollar Borrowing with a one-manth interest period plus 1.00%. In addition 1o the base rate, we are
required to pay a 3.25% margin for ABR loans. The interest base rate on an ED loan is equal to () the LIBO Rate for such Burodoblar borrowing, in cffect for such Interest Period
divided by (y) One misus the Stautory Reserves (if any) for such Eurodollar Borowing for such interest period, In addition to the basc rate, we ase required 1o pay # 4.25% margin

for D loans.

We paid $2.3 million in connection with obtaining the Revolver and recorded this amount as debt issuance costs, which is presented, net of accumulated amortization of
spproximatcly $985,000 and $530,000, in the accompanying consolidated balance sheets as of December 31, 2016 and December 31, 2015, respectively.

We must also pay quarterly commitment fees of 0.50% per annum of the average daily unused amount of the Revolver, As of December 31, 2016, our avatlability on the
Revolver was $61.9 million {including outstanding lefters of credit of $3.1 million).

The credit agreement that govems the Revolver containg various covenants that include limitations on our indebtedness, liens, acquisitions and investments. It additionally
inchudes the requirement that, if riggered, we mainiain a net leverage ratio within a specificd range. At December 31, 2016, we were in compliance with the covenants contained in

the credit agreemnent,
2014 First Lien Credit Agreement

The 2014 First Licn Term Loans (“2014 First Lien™ is a senier secured obligation of Surgery Cenler Holdings, Inc. and is guaranteed on a senior secured basis by us and
certain of eur subsidiarics. The 2014 First Lien matures on November 3, 2020, On March 24, 2016, Surgery Center Holdings, Ine. and certain of our subsidiaries entered into an
amendment to the 2014 First Lien to obiain an incremental seaior secured term loan in an aggregate principal amount of $80.0 million, which ingreased the total term loan obligation
under the 2014 First Lien fo $950.0 million. We used the proceeds of the incremental term Joan to fund certain proposed acquisitions and for other corporate purposes. On
September 26, 2016, we entered into an amendment to the 2014 First Lien to reduce the interest margins far an ABR loan 1o 2.75% and fur an ED loan to 3.75%.

We have the optian of classifying the 20£4 First Licn as cither an ABR loan or an ED oan. The interest basc ratc on an ABR lonn is equal ¥ the greatest of (a) the Prime Rate
in effect on such day, {b) the Federal Funds Effective Rate in effect on such day plus 0.50%, and (¢} the Adjusted L1BO Rate for a Evrodollar Borrowing with a one-month interest
period plus 1.00%; provided that the base rate shall not be less than 2.00% per annum. In addition to the base rate, we are required to pay a 2.75% margin for ABR loans. The
interest base rate on an ED loan is equal to (x) the LIBO Rate for such Evrodollar botrowing in effect for such Interest Period divided by (y) One minus the Statutory Reserves (if
wny) for such Lurodollar Borrowing for such interest period; provided that the rate shall not be less than 1.00% per annum. [n addition to the base rate, we ure required to pay a
3.75% margin for ED loans. Accrued interest is payable in arrears on 1 quarterly basis. Within five business days afier the carhier of (i) 90 days afler the end of each fiscal year or
{ii) the date on which financial statements have been delivered, we are required 1o make mandatory prepaymenis in amounts calculated in accordance with the excess cash flow
provisians of the 2014 First Lien Credit Agreement. There were no excess cash flow payments required as of December 31, 2016.
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The credit agrecment that governs the 2014 First Lien contains verious covenants that include limitations on our indebiedness, fiens, acquisitions and investments. At
December 31, 2016, we were in compliance with the covenants contrined in the credit ngreement. The 2014 First Lien is collateralized by substantinlly all of our assets.

Scheduled nniortization of the disenunt recorded in connection with the 2014 First Lien Credit Agreement follows {in thousands):

January 1, 2017 through December 31, 2017 4844
January §. 2018 through December 31, 2018 5,053
January i, 2019 through December 31, 2019 ) 5,274
January 1, 2020 through November 3, 2020 o 5.045
Total discount on First Licn Crodit Agroement 3 20216

2014 Second Lien Credit Agreement

The 2014 Socond Lien Credit Agreement (“2014 Second Lien™), entered into nn Nnvember 3, 2054, was prepaid in full on March 31, 2016 as described below. The 2014
Second Lien was a senior secured obligation of Surgery Center Holdings, Inc. and was guaranteed on n senior secured basis by the Coiipany and certain of its subsidianes.

On October 6, 2015, we prepaid $243.5 mitlion in principal, net of the write-ofT of diseounts and issuance costs totaling $8.3 miltion, and $65,000 of accrued inferest on the
2014 Second Lien, Further, we incurred a prepayment penalty of 3% of the aggregnic principal amount ot $7.3 million. The write-ofT of the discounts nnd issuanee costs, the
prepayment penalty as wel as certiin nther costs are presented as a Joss on debt extinguishment of $16.1 miillion in the accompanying consolidated statement of operations as of
December 31, 2015, On March 31, 2016, we repaid the remaining prineipal of the 2014 Second Lien of $252.8 million with the proceeds of the issuance of the Senior Unsecured
Notes, of which $1.3 million was accrued interest, In connection with the prepayment, we incurred a loss on dehit refinancing of $8.3 million which included the write-off of loan
costs and the original issue diseount and a prepayment penalty.

Senior Unsecured Noles

Effeetive March 31, 2016, on¢ of our subsidiarics, Surgery Center Holdings, Inc., issued $400.0 million in gross procecds of senior unsceurcd notes due April 15, 2021 (the
"Senior Unsecured Notes”), The Scnior Unsecured Notes bear interest at the raie of R.875% per year, payahle semi-annually on Aprit 15 and October 15 of cach year. The Senior
Unsecured Notes are a senior unsecured obligation of Surgery Center Holdings, Ine. and are gisaranteed on n senior unsecured basis by each of Sutgery Center Holdings, Ine.'s
existing and luture domestic wholly owned restricted subsidiaries that guarantees the Revolver and the 2014 First Lien.

We may redeem up in 35% of the aggregate principal amount of the Senior Unsecured Notes, at any time before Aprit 15, 2018, with the net cash proceeds of certain equity
offerings &t n redeinption price equal 10 108.875% of the principal mmount to be redeemed, plus acerued and unpaid interest to, but exeluding, the date nf redemption, provided that
nt least 50% of the aggregate principal amount of the Senior Unsecured Notes remain outstanding immedintely afier the occwmence nf such redemption and such redempiion occurs
within 180 days of the date of the closing of any such qualified cquity offering.

We may redeemn the Senior Unsecured Notes, in whole or in part, at any time prior 1o April 15, 2018 at a price cqual to 100.000% of the principal amouni of the noies
redeemed plus an applicable make-whole premium, plus accrued and unpaid ingrest, if any, to, but excluding, the date of redemption. We may redeem the Senior Unsecured Notes,
in whole or in part, at any timc on or after April 15, 2018, plus accrued and unpaid interest, if any, to the date of redemption phus o redemption price equal to 2 pereentage of the
pringipal amount of the notes redeemed hased on the following redemption schedule:

April 15, 2018 to April 14, 2019 ) 106.656%
April 15,2019 to April 14,2020 ) 104.438%
April 15,2020 and thercafter 100.000%

1f one of the Company’s subsidiarics, Surgery Center Holdings, Inc., experience a change in control under ecrtain circumstances, we must offer to purchase the nntes at a
purchase price equal to 101% of the principal smount, plus acorued and unpaid inicrest to, but exeluding, the date of repurchase.

The Scnior Unsecured Notes contain custornary affiemative and negalive covenants, which amnng other things, limit our ability 10 incur addilional debt, pay dividends, create
or assume liens, effect transactions with its affiliates, guarantee payment of certain debt securities, sell assets, merge, consolidme, ener into acquisitions and effect sale and leaschack
transactions.

In connection with the offering of the Senior Unsecured Notes, we incurred debt issuance costs of $8.4 million.
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Scheduled amortization of the discount recorded in connection with the Senior Unsecured Notes follows (in thousands):

January 12017 through December 31, 2017 7 7 2,379
January |, 2018 through December 31, 2018 2,618
Jenuary E, 2019 through December 31, 2019 7 2,888
January 1, 2020 through December 31, 2020 - 3,196
January 1, 2021 through Aprit 15,2021 _ 977

3 12,058

Toal discount on First Lien Credit Agreement

Oiher Debr Transactions

On January 27. 2014, we obtained $90.0 million in additionat berrowings on the Credit Facilitics to return capitad to sharcholders. We recorded $1.4 million and $2.9 million
as a reduction of the carrying value of the additional borrowings as original issue discount and amounts paid to lender for debt related issuanee costs, respectively, which are
accreled 16 interest expense over the tern of the loan. During the year ended December 31, 2014, approximately $380,000 was accrcted to interest expense. The $90.0 million in
additional borrowings, including the related debt issuance costs, were included in the extinguishment of debt that was finunced with the proceeds of the Facilitics obtained in
connection with the ecquisition of Symbion on November 3, 2014.

Subordinaed Notwes

Effective April 11, 2013, we amended and reduced the size of our subordinated debt facifity (“Subordinated Notes™) 10 $1.0 million from $53.8 million. Through a separate
transaction in April 2013, H.L.G. Surgery Centers, LLC, our affiliate, purchased the Subordinated Notes from an independent third party. At December 31, 2006 and December 31,
20135, the debl is payable to H.1.G. Surgery Centers, LLLC and mature on August 4, 2017. Effective January 1, 2014, the Subordinated Notes bear interest of 17.00% per annum,

Nates Pavabie and Secured Loans

Certain of our subsidiaries have outstanding bank indebtedness, which is collateralized by the real estate and equipment awned by the surgicat facilities to which the loans werc
made. The various bank indebtedness agreements contain covenants {o maintain certain financial ratios and also restrict encumbrance nf assets, creation of indebtedness, investing
activities and payment of distributions. At December 31, 2016, wc were in compliance with the covenants contained in the credit agreememt. The outstand ing balance on notes
payable to finaneial institutions was $42.5 million, $40.6 tillion and $31.6 million as of December 3t, 2016, 2015 and 2014, respectively. As of December 31, 2016, the Company
and its subsidiarics also provide n corporate guarantee of certain indebtedness of the Companys subsidiaries.

Capital Lease Obfigations

We arc Jiablc to various vendors for several equipment leases. The carrying value of the leased assets was $15.4 million and $12.3 million as of December 3t, 2016 and 2015,
respectively.

Summary

We believe we have sufficient liquidity in the next 12 to 18 months as deseribed above, Nevertheless, we continue to monitor the state of the financial and credit markets and
our current end expected liquidity and capital resoureg needs, and intend to coniinue to explore various financing allematives to improve capital structure, including reducing debt,
cxtending maturities or relaxing financial covenants. These may include new equity or debt financings or exchange offers with existing security holders (including exchanges of
debt for debt or equity) and other tensactions involving our outstanding securities, given their sccondary markel irading prices. We eannot assure you, if we pursue any of these
transactions, that we will he suecessful in completing a transactioo on atiractive terms, or atall.

EBITDA, Adjusted EBITDA and Credit Agreement EBITDA

When we use the erm “EBITDA,” we arc referring to nel inconte minys (a) net income atmibutable 1o non-controlling interests plus (b) income tax expense (benefit),
(c} interest expense, net, and {d) depreciation and amortization. Nen-controlling interests represent the interests of third parties, such as physicians, and in some cases, healthcare
systems that own mu interest in surgica] facilities that we consotidate for financial reporting purposes. Our operating strategy is to apply a marked-based approach in structuring our
perinerships with individua) market dynamics driving the structure. We believe that it is helpful fo investors to present EBITDA as defined abnve hecause it excludes the portion of
net income aitribniable to these third-party interests and ctarifies for investors our portion of EBITDA generated by our surgical fecilities and other operations.

We use EBITDA as o measure of Hquidity. We have included it because we believe that it provides investors with additionat mformation about our ability to incur and service
debt and make capital expendifures. When we use the term "Adjusted EBITDA", we are referring 10 EBITDA, as defined sbove, adjusted for () management fee, (b) merger
transattion, integration and practice acquisition casts, (€) nan-cash stock compensaiion expense, (d) loss on debt refinancing, (e) contingent acquisition compensation expense, ()
tx receivable agreement expense, () termination of management agreement and JPO costs, (h) gain an liligation settlement and (i) loss (gain) on disposal or impaimment of iong-
lived asscts.

W use "Cretit Agreement EBITDA™ to determine our coimpliance under certaii covenants pursuant o our credit facilities. When we use the term “Credit Agreement
EBITDA,” we arc referring to Adjusted EBITDA, as defined above, further adjusted for (8) acquisitions,
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{b) non-cash expenses and (c) de novo start-up losses, These adjustments do not relate to our historical financial performance and instead relate to estimates compiled by our

management and calculated in conformance with

the definition of “Consolidated EBITDA” used in the credit agreements govemning our credit facilities.

EBITDA, Adjusted EBITDA and Credit A greemens EBITDA are not measurements of finaneial performance or liquidity under GAAP. They should not be considered in
isclation or as a substitute for nct income, operating income, cash flows from opetating, investing or financing activities, or any ather measure cakoulated in accordance with
penerally accepted accounting principles. The items excluded from EBITDA, Adjusted EBITDA and Credit Agreement EBITDA are significant components in understanding and
evaluating financial performance and liquidity. Our calculation of EBITDA, Adjusted EBITT A and Credit Agreement EBITD A may not be comparable to similarly tifled measures

reported by other companies.

The following table reconciles EBITDA and Adjusted EBITDA to net income (in thousands):

Year Ended December 31,

2016 2015 2014

Consolidsated Statements of Operations Data (in thousands):

Netncome -+ . ST $ 85,083 § 72845 § (27,052)

(Minus):

" Net income attributable to non-controlling inter Co T 75,630 71416 18,845

lPIus {minus): ‘ ' .

" Income tax expense (benefit) R o 7,095 (148,952) 15,758
Interest expense, not 100,571 100,980 £2,101
Depreciation and amortization IR 39,551 34,545 15,061

EBITDA 156,670 (12i028)" 27,023

Plus:

Managerment fee (! SR _ — 2250 2,161
Merger transaction, integration and practice acquisition costs 11,617 20,579 21,690
Termination of management agemgnyma IPO Costs IR . — 5834 -
Tax reccivable agreement expense 3,733 119911 —

" Non-cash stock compensation expense | 2,01 . 7502 942
Loss on debt refinancing 11,876 16,102 23,414

;  Contingeat acquisition compensation expense’ . i 5002 . - =
Gain on Htigation scitlement {14,101} — —
Loss (gain) on disposal or impairmend of long-lived assets, net” . 2,355 (2,097) 1,804

AdJusted EBITDA R N T 158,053 . § 77,034

(1) Fee payable pursuant the Manngemen! and Investment Advisory Services Agreement between the Cumpany and Wayside Capital, Inc. which terminated in conneciion with aur IPO,
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Condensed Consolidated Statements of Operations Data (in thousands):
Nc¢t iocome
{Minus): TR,

Net income attributable to non-controiling intcre_sls_

Plus (mfnzlk._s').' s
[ncome tax expense
[nlergsz'cipﬁse, net
Depreciation and amortization

EBITDA

Plus:

Merger transaction, integration and practice acquigition costs

Tax receivable agreement expense

Non-cash stock compensation ;Bl;(?éh;é:.'g- .

Contingenl acquisilion compensation expense

Loss on debirefinaneing o

Gain on lingation seftlement

Loss on disposal nr impaitment of long-tived assets, net
Adjusted EBITDA
Plus:

Acquisitions M

Non-cash expenses

2¢ novo start-up losses (2
Credit Agreement EBITDA

The foflowing table reconeiles EBITDA, Adjusted EBITDA and Credit Agreement EBITDA to nel income (in thousands und unaudited):

Twelve Months Ended
December 31, 2016

$ 85,083
75,630
7,095

100,571
39,551

156,670

11,617
3,733
2,021
5,092

11,476

(14,101}
2,355

179,263

40,757
1,596
913

5 222,529

(13 Represenss impaca of acquired anesthesia enfities, physician practiees and surgical facilities as if each acquisition hnd oecurred on Janunry L, 2016 incleding eost savings from
reduetions in corporate ovérhend, supply chain rationalization, enhanced physician engagement, tmproved pavor contracting and revenue synergies associated with rolling out
our suite of aneillary services throughout hoth the aequired entities and Symbion portfolio. Further, this includes revenue synergies from other business inisiatives as defined in

the Credit Agreement,
(2): Relntes 10 the losses associmed with de novo in-market physician practices opened during the lust twelve months.
Contractunl Obligations and Cammercial Commitments

The following table summarizes our contractual obligations by peried as of December 31, 2016 (in thousunds):

Payments Itue hy Period

More than §

Total Less than T year 1-3 years 4-5 years Years
Long-term debl, incleding current maturities 3 1,460,522 % 22963 § 122088 8§ 1,310,677  § 3,894
Cush interest obligalions L - N ‘ 331,061 82,537 . I6LB14 86,740 —
Capital Jease obligations o 13.996 4,860 6.912 2,168 56
Operating lease obligations o ' 3315316 46,517 82,098 63,143 143,558
Other financing obligationst! 53,927 1,274 3,643 5,444 43,567
Total contractual obligations 2. (3 $ 2194852 § 158,151 § 377455 $ 1468172 5§ - 191,075

(1) Other financing nbligations incliede a payable 1o the hospital facility lessor a1 our surgicnl hospital loeated in Idnho Enlls, Idaho refsting 1o the Innd, building and

improverments al this facility and a payable to the fcility lessor in Ocala, Florida refating to the building w1 this facility.

(2} We expeet to pay $16.6 million in future contingent purchase eompensation payments o ver the remaining performance period, Aprit 2016-April 2019, These payments

will be made showld 1he requireanents for continuing employment agreed (o in the respective acquisition agreements he metl.
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(3} We estimale the total smounts payable under the TRA to be approximately $123.3 million, if the tax benefits of related deferred tax assets are ultimately realized, Due to
the nature of the TRA, we cannot reasonably estimate the timing of they paymenis. Of the total amount payable, we expect to pay approximately $1.0 million of the
liahility during the year ending December 31, 2017.

Inflation

Inflation and changing prices have nat significantly affected our operating results or the markets in which we operate.

Recent Accounlting Pronouncemenis

In May 2014, the FASB issued ASU 2014-09, "Revenwe from Contracts with Customers,” which outlines a single comprehensive madel for recognizing revenue und
supersedes most e sting revenue recognition guidance, inchiding guidance specific to the healtheare industry. This ASU pravides companies the option of applying a full or
modified retrospective approach upan adoption, This ASU was eriginally set to be effective for fiscal years beginning ufler December 15, 2016, and early adoption was not
permitied. In July 2043, the FASB duferred the effective date for the standard to be effective for fiscal years beginning aficr December 15, 2017. The FASB will now permit
companies to carty adopt within ane year of the new effective date. We will adopt this ASU on January 1, 2018 and currently plan 10 adopt using the full retrespeclive method. We
continue ta assess the impact of this ASU on our consotidated financial position, results of aperalions, cash flows and financial diselosures but antieipates the most significant
change will be how the estimate for the allowance for doubtful aceounts will be recognized under the new standard.

In February 2015, the FASB issued ASU 201502, “"Consolidatian: Amendments 1o the Consalidation Analusis.” whicl amends the eurrent consolidation guidance, including
introducing a separate consolidation analysis specific to limited partmerships and other similar entities. Under this analysis, limited parmerships and other similar entivies will be
considered a variahic-interest entity unless the limited partners hold substantive kick-out rights or parlicipating rights. The provisions of ASU 2015-02 are effective for annuat
reporting periods heginning afier December 13, 2015, We adopited this ASU on January 1, 20 16. The adoprion of this ASU did not have a material impact on our congolidated
financial position, results of epcrations, cash flows and finaneia) disclosures.

Inn Aprit 2015, the FASR issued ASU 2015-03, “Sinplifiing the Prexeniation of Debt Issuance Cosis,” which simplifics the presentation of debt issuance costs by Tequiring
del issuance casts related 18 a recognized debt liability be presented in the balance sheet as a direet deduction from the carrying amaunt of that debt liability, consistent with debt
discounts, ASU 2015-03 is effective for fiscal years, and interim periads within those years, beginning afier December 15, 2015, Early adoption is permitted, and the new guidance
should be applied retrospectively. We adopted this ASU on January 1, 2016 retrospectively for all periods presented, As a result of the adaption of this ASU, we reelassified
approximately $2.2 million at December 31, 201 3, respectively, from deferred loan cosls to long-term debt. The adoption af this ASU did not have a material impact on aur
consolidated finaneial posilian, resnlts of eperations, cash flows and finaneial disclosures,

In August 20t 5, the FASB tssucd ASU 2015-15, "Presentation and Subsequent Measurement af Deht Issuance Costs Associated with Line-of Credit Arrangements” which
elarifies the SEC staff’s position an presenting and measuring debt issuance costs incurred in conneclion with line-nf-credit arrangements given the lack of guidance on this topie in
ASU 2015-03, The SEC staff has announced that it would “nat object to an entity deferring and presenting debt issuance costs as an asset and subsequently amartizing the deferred
debt issuance cosis ratably over the term of the line-of-credit arangement.” We adopted this ASU on January |, 2016 retrogpectively for all periods presented. The adoption of this
ASU did not have a material impact on our consolidated finaneial position, results of operations, cash flows and financial disclosures.

In September 2015, the FASB issued ASU 2015-16, “Business Combinations: Simplifying the Accounting for Measurement-Period Adjustments” which climinates the
requircment for an acquirer to retrospectively adjust its financial staements far changes 1o provisional amounts that are identified during the measurcment-period following the
consumumnation of a business combination, Instead, ASU 2015-16 requires these types of adjustments to be made during the reporting period i which they are identified and would
require additional disclosurc ar separale presentation of the portion of the adjustment that would have been recorded in the previousty reported periods as if the adjustment to the
provisional amounts had been recognized as of the acquisition date. ASU 2015-16 is effective praspectively for fiscal years beginning after December 15, 2015, including interim
periods within those years. We adopied this ASU on January , 2016. The udoption of this ASU did not bave a materiat impact on aur consobidated financial positinn, results of
operations, cash Mows and financial disclosures,

In February 2016, lhe FASB issued ASU Na. 2016-02, "Leases”, which will require, among other itoms, tessees to recopnize most leascs as assets and liabilities on the batance
sheet. Qualitative and quantitative disclosures will be enhanced to better understand the amount, liming and uncertainty of eash flows arising from leases. This guidance is cffective
for financial statements issued for fiscal years beginning after December 15, 2018, and tnterim periods within those fiscal years. with early adoption permitted. We believe the
primary cffect of odapting the new standard will be to record right-of-use assets and obligatians for current operating leases.

In March 2016, the FASB issued ASU 2016-07, “ hrvestments- Equity Method and Joint Ventures,” which allows investments that now meet equity method treatment thal were
previously accounted for under a different method to apply the equity method prospectively from the date the inveshnent qualifies for equity method treatment. ASU 2016-07 is
effective prospectively for fiscal years beginning after December |5, 0016, including interim periods within those years. Early adoplion is permitied. We are currently evaluating the
impact this new guidanee may have on the conselidated financial position, results of aperations and cash flows.
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In March 2016, the FASB issued ASU 2016-09, “Jmprovements o Emplovee Shure-Based Payment Acceunting.” which simplifies the accounting for share-based payments
inchiding the income tax consequences, elassification of certain awards and treatment nf forfeitures. ASU 2016-09 is effective prospectively for fiscal years beginning afler
December 15, 2016, including interim periods within those years. Early adoption is permitied. We earty adopted this ASU during the first quarter of 2046, The adeption of this
ASU did not have & material impact on our conselidated financial posiion, results of operatinn, cash flows and financial disclosures.

In August 2016, the FASB issued ASU 2016-15. * Classification of Certain Cash Receipts and Cash Paymenis,” which clarifies the classification of certain cash receipts and
cash payments on the statcment of cash flows, ASU 2016-15 is cffective retrospectively for fiscal years beginning after December 15, 2017, including interim periods within those
years, Early adoption is permiticd. We are earrently evaluating the impaet this new guidance may have on the consnlidated cash flows.

In October 2016. the FASE issucd ASU 201617, “frverests Held through Related Parties That Are under Common Contral,” which modifies existing guidance wilh respect
to how a decision maker that holds an indirect interest in a VIE through a common contro] party determines whether it is the primary bene ficiary of the VIE as part of the analysis of
whether the ViE would need 10 be consolidated. Under the ASU, a decision maker would need to consider enly its proportionate indirect interest n the ViE held through a commen
control party. Previous guidance had required the decision maker to treat the common control party's interest in the VIE as if the decision maker heid the interest itself, As a result of
the ASU. in certuin cases. previous consolidation conclusions may ¢hange. ASLU 2016-17 is effective prospectively for fiscal years beginning after December 15, 2016, including
inierim periods within those years. Early adoption is permitted. We are eurrently evaluating the impact this new guidance may have on the consolidated finaneial position, results of

operations and ¢ash flows.

In November 20 16, the FASB issued ASU 2016-18, “Statement of Cash Flows: Restrivted Cash.” which will require the reconciliation of resiricied cash in the siatement of
cash flows. ASU 2016-18 is effective retrospectively for fiscal years beginning after December 15, 2017, including interim periods within those years. Early adeption is permitied.
The adoption of this ASU will nol have 8 material impact on nur consolidated cash flows.

In January 2017, the FASB issued ASU 2017-01, “Business Combinations - Clarifving the Definition of a Business,” which narrows the definition of a business when
evaluating whether transactinns should be accounted for as assel acquisition or business combination. ASU 2017-01 is effective for fiscal years beginning after December 15, 2017,
including interim periods within those years. Early adoption is permitted. Weare currently evaluating the impact this new guidance may have on the consolidated financial position,
resulis of operatinns and cash flows.

In January 2017, the FASB issued ASU 201 7-04, "Simplifiing the Test for Gandwill Impuirment,” which eliminates the requirement to caleulate the implied fair value af
epodwill (i.e., Step 2 of the eurrent gnndwill impairment test) 1o measure 2 geodwill impairment charge, Tnstead, entities will record an impirment charge based on the excess of 8
reporting unit's carying nmount over its fair value (i.e.. measure the eharge based on the current Step 1). ASU 2017-04 is effective for fisenl years beginning after December 15,
2019, including interim periods within those years. Early adoption is permitted for annual and interim periods after January I, 2017, We are currently evaluaing the impact this new
guidance may have on the consolidated financial position, results of operatiens and cash flows. The adoption of ASU 2017-04 would only impact our financial statcments in
gituations where an impairment of a reporting unit’s assets is determined.

Item 7A. Quantitative and Qualifative Disclosures about Market Risk

We are subject to market risk primarily from expasure to changes in inferest rates based on our financing, investing and cash managentcnt activities. We utilize » balanced mix
of maturities along: with both lixed rate and variable rate debt to manage our exposures 10 changes in inlerest rates, and do not hold nr issue any derivative finaneial nstruments for

thiz purpose.

Our variable debt instruments are primarily indexed to the prime rate or LIBOR. Lnterest rate ehanges would resull in gaing or losses in the imarket value of our fixed rate debt
porfolio due to differences in market interest rates and the rates at the ineeption of the debt agreements. Al December 31, 2016, $469.5 million nf nur outstanding debt was in fixed
rate instruments and the remaining $917.4 million was in variable rate inseruments, Assuming & hypothctical 100 basis poinis increase in LIBOR an qur debt as of December 31,
2016 based on the level outstanding debt in varinble rale instruments at that time , our annual interest expense would increase by approximaely $1.8 million. Although there can be
no assuranees that interest rates will not chaage significantly, we do not expeet changes in interest rates to have o material effect on our net earnings or cash flows in 2017 based on

our iadebledness at December 31, 2016,
Item 8. Financial Statements snd Supplementary Pata
information with respect o this liem is centained in our consolidated finaneial statements beginning on Page F-1 of this report.
Item 9. Changes In and Disagreements With Accountants on Accounting and Financiat Disclosure
Nonhe.
Item 9A. Contmls and Pricedures
Disclosure Controls and Procedures and Limitations on the Effectivencss of Controls

We maintain o sysiem of “disclosure controls and procedures” (as sueh term iy defined in Rule 130-15(e)} under the Exchange Acr) that are designed to ensure that
information required to be tlisclosed in the reports that we file under the Exchange Act is recorded.
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processed, summarized and reported within the time periods specified in the SEC's rules and forms. Disclosure controls and procedures include, without limitation, controls and
procedures designed to ensure that information required to be disclosed by us in the reports that we file or fumished under the Exchange Act is accumutated and communicated 1o
our management, including our principal executive efficer and principal financial officer, or persens performing similar functions, as appropriate 1o allow timety decisions regarding

requiret disclosurc.

In desipgning and evaluating eur disclosure controls and procedures, dur manugement, including our principal executive officer and principal financial officer, recognizes that
any set of eontrols und procedures, no matter how well-designed and operated, can provide only reasonable, actabsolute, assurance of achieving the desired control
objectives. Further, the design of a control system must reflect the fact that there are resource eonstraints, and the benefits of contrels must be considered relative 1o their
costs. Because of the inherent limitations in all control systems, no evaluation of controls can provide absoluie assurance that all control issues and instanees of fraud, if any, with
the Company have been detected, These inherent limitations include the realilies that judgments in decision-making ¢an be faulty ond that breakdowns can occur becavse of simple
error or mistake. A dditionally, controls can be circumvented by the individual acts of some persons, by collusion of two or more people or by management override of controls. For
these reasons, intemnal control over financial reporting may not prevent or detect misstatements. Also, projections of any evahation of cffectiveness 1o funere periods arc subject 1o
the risk that controls may become inadequate because of changes in conditions, or that the degree of compliance with the pelicies or procedures may deteriorate.

Management, with the participation of our chief executive officer and chief financial fficer, evaluated the effectiveness of our disclosure controls and procedures as of the end
of the period covered by this report. Based on the evalualon of our disclosure controls and procedures conducted 2s of December 31, 2016, our chief executive officer and chief
financial officer concluded that, as ef such date, our disclosure controls and procedures were not effective as a result of the material weakness that oxisted in our intemal control
over financial roperting, as described in Management's Report on Internal Contral Cver Financial Reporting below,

Management’s Report on Internal Control Over Financial Reporting

Management is responsible for establishing and maintaining adequate “intermal coatrol over financial reporting® (a8 such term is defined in Rule 13a-15¢f)) under the Exchange
Act) for the Company, Internal cantrel ever financial reporting mehudes maintaining records that in Teasanable detail accurately and fairly reflect our transactions and dispositinn of
assets; providing reasonable assurance that transactions are recorded as necessary for preparation of our financial starements; providing reasonable assurance that receipts and
expenditures are made only in accordance with management and board authnrizations; and providing reasonable assurance regarding prevention of timely detection of unautharized
acquisition, use or disposition of our assets that could have o matcrial cffect on our financial statements. Internal control over financial reponting is o process designed to provide
reasonable assurance Tegarding the reliability of financial reporting and the proparatinn of financial staternents prepared for extemal purpascs in accordance with GAAT. Because of
the inherent mitations in any internal contrel, no matter how well designed, internal control pver financial reporting may ant prevent or detect misstatements, Also, projectioms of
any evaluation of effectivencss to future periods are subject to the risk that contrels may become inadequate because of changes in conditions or that the degree of compliance with
the policies or pmeeditres may deteriorate.

Under the supervision and with the participation of management, including the chief executive afficer and chief financial afTicer, we conducted an evaluation of the
effectiveness of our intemal control over financial reporting as of December 31, 2016, The assessment was based on eriteria established in the framework Jnternal Control-
Integrated Framework (2013), issued by the Committee of Sponsoring Organizatiens of the Treadway Comumission. Based on that evaluation, management, including the chief
executive officer and chigf financial officet, recognized cerlain control deficiencies in our internal contro] over financial reporting pertaining to lack of documentation evidencing
certain centrols involving revenue, aceounts receivable and refated allowances, which aggregate to a material weakness as of December 31, 2016. A material weakness in internal
contrad over financia] reporling is a defieiency, or a combination of deficiencies, in intemal contrel over financial reporting, such that there is a reasonable possibility that & material
misstatement of a company's annual or interim financial statements will not be prevented or detected on a timely basis by the company's internat controls. As a result of the identified
material weakness, management, inehuding the chief executive oflicer and chief financial officer, conchuded that internal contrel over financial reporting was not effective as of
December 31, 2016, Emst & Young LLP, the independent registered public aecounting firm that audited our financial statements included in this Annual Report on Fonn 10-K, has
issued an nttestation 1eport on the effectiveness of our internal control over financial reporting as of Decetber 31, 2016. Their atiestation report is included helow in this [tlem 9A.

Notwithstanding the identified matcriat weakness as of December 31, 2016, management, including the chief executive officer and chiet financial officer, believes thal the
audited eonsolidated financinl statements contained io this Annual Report on Form 10-K fairly present, in alt material respects, our financial condition, results of operations and cash
flows firr the Tiscal years presented in conformity with GAAP. Additionally, this material weakness did not sesult io any restatements ol our audited and unaudited eonsolidated
financial statements or disclosures for any previously reported periods,

As permitied by SEC puidance, the Company excluded its 2016 acquisitions, as discussed in Note 3 to the consolidated financial staienients, from its assessment of and
conclusion on the effectiveness of its intemal control over financial reporting, As of and for the year ended December 31, 2016, thesc entities constituted 0.8% of consolidated total
assets, and 2.3% of consolidated revenues.
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Report of Independent Registered Public Accounting Firm
The Board of Directors and $tockholders

Surgery Partners, Tne. (the “Company™)

We have sudited Surgery Parmers, Inc.’s internal control over financial reporting as of December 31, 2016, based on eriteria established in Internal Centrol - Integrated
Framework issued by the Comminze of Sponsoring Organizations of the Treadway Comtnission (2013 frumework) (the COSO criteria). Surgery Partners, Ine.'s management is
responsible for maintaining effective intemal control over financial reporting, and for its assessment of the effectiveness of internal control over financial reporting included in the
accompanying Management’s Report on Jnternal Control Over Financial Reporting. Our responsibility is 1 express an opinion on the Company’s internal cotitrol over financial
reporting based on our audit.

We conducted our audil in accordance with the standards of the Public Company Accounting Oversight Board (Uinited States). Those siandards require that we plan and
perform the audit 1o obtuin reasonable assurance about whether effective intemal control over financial reporting was maintained in all material respects. Our audil included
obiaining an understanding of infemal control over financial reporting, assessing the risk that & material weakness exisis, testing and evaluating the design and operating
effectiveness of internal control based on the assessed risk, end performing such other procedures as we considered necessary in the eircumstances. We believe that our sudit
provides a reasonable basis for our opinion,

A company’s internal control over financial reporting is a process designed 1o provide reasonable assurance regarding the reliability of inancial reporting and the preparation
of financial statements for external purposes in accordance with generally accepted accountiog principles. A company’s inicrnal control over financial reporting includes those
policies and procedures that {1} pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the
company:;, (2) provide ressonable assurance that transactions are recorded as necessary o permit preparation of financial statemems in acenrdance with generally aceeplid accounting
principles, and that receipts and expenditures of the company are bring made only in accordance with authorizations of management and direetors of the company; and (3) provide
reasonshle assurance regurding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a materinl effect on the
financial statemenis.

Because of its inherent Kmitations, internal control over financial reporting may nol prevent of deteet misstatemients, Also, projections of any evaluation of cifectiveness o
future periods are subject to the risk that controls may become inadequate because of changes in conditions, or that the degrec of compliance with the policies or procedures may
deteriorate.

As indicated in the accompanying Management’s Report on Intemal Control Over Financial Reporting, management’s assessment of and conclusion on the effectivencss of
internal control over financial reporting did not include the internal controls of its 2016 acquisitions, discussed in Note 3 1o (he cansolidated financial statements, which is included
in the 2016 consolidaied financial statements of Surgery Pariners, Inc. and constiuted 0.8% of consolidated total assels as of December 31, 2016, and 2.3% of consolidated
revenues for the year then ended. Our audit of internnl control over financial reporting of Surgery Parmers, Inc. also did not include an cvaluation of the interno] control over
financial reporting of its 2016 acquisitions, discussed in Note 3 to the consolidated financial statements.

A material weakness s a deficicney, or a combination of deficiencics, in internal control aver financial reporting, such that there is u rcasonable possibility that a matcrial
misstatcnent of the compaay’s annual or interin: financial statements will not be prevented or detected on a timcly basis. The following muterial weakness has been identified and
included in management’s assessment, A material weakness has beer identified perlaining to the aggregation of design and operating deficiencies in certain controls over revenuc,
accounts receivable and relnted allowances. We also have audited, in accordnnce with the standards of the Puhlic Company Accounting Oversight Board (United States), the
consolidated batance sheets of Surgery Pariners, Inc. as of December 31, 2016 and 2015, and the related consclidated statemcnts of operations, comprehensive income (loss),
stockholders™ cquity (deficiiy, and cash flows for each of the three years in the period ended December 31, 2016 and our report dated March 10, 2017 expressed an unqualified
opinion thercon, This material weakncss was considered in detennining the nature, timing and extent of audit tests applicd in our audit of the 2016 financial staterents, and this
repnrt docs not affect our report dated March 10, 2017, which expressed en unqualificd opinien on those financial statcments,

In our opinion, because of the effect of the material weakness described above on the achievement of the objectives of the contro} criteria, Surgery Partners, Ine. has not
maintained effective internal control over financial reporting, as of December 31, 2016, based on the COSO criteria.

/s/ Emst & Young LLP
Nashville, Tennessee
March 10, 2017
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Management's Flan for Remediation of the Material Weakness in Internal Control Over Financial Reporting
Managemenl, including the chicf execulive nfficer and chief financial nfficer, is engaging in efforts to remediate he material weakness described sbove as follows:

. W intend (o enhance and implement polizies selting forth speeific requirements for documentation related 10 our controls wilh respect (o revenue, accounts
receivible and related allowances; and

. We intend to implement additional review and analysis procedures tn ensure that our policies are being follnwed.
Management belicves that these remedial measures will adequatcly address the matcrial weakness, but may defermine that additional remedial measures arc required.

Changes in Internal Control over Financial Reporting

Excep! far the material weakness described above, there have been no changes in our internal ennteal over finaneial reporting that necurred during our most recent fiscal
quarter that have materially affected, or are reasnnably likely ta materially affect, our incmal control over finaneial reporting.

Item 9B, Other Information

Naone.
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PART I

1tem 10. Directors, Exccutive Officers and Corporate Governance

The information called for by Item 10 is incorporated herein by reference to the definitive Proxy Statement of the Company relating in the 2017 Annual Meeting of
Stockholders (ihe "Definitive Proxy Statement™), which the Company intends to file within 120 days afier the elnse of our fiscal year ended December 31, 2016.

Item 11. Executive Compeosatinn

The infnmation calied for by Ttem £ 1 s incorporated herein by reference to the Definitive Proxy Statement referenced above in [tem (0.
Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters

The information called for by Item §2 is incorporated herein by reference to the Definitive Proxy Siatement refercnced above in ltein 10
Item 13, Certain Refationships and Related Transactions, and Director Independence

The information called for by ltem [3 is incorporated herein by reference to the Definitive Proxy Statement refergnced above in [ten [0,
Item 14. Principal A ecounting Fees and Scrvices
The informatinn called for by liem 14 is incorporated herein by reference to the Definitive Proxy Statement reterenced above in [tem [0
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PART 1V

Item 15. Exhibite and Financial Statement Schedules

(1) Fiaancial Statements

Our Consolidnted Financinl Statements and Naotes thereto are set forth starting on page F-1 of this Annual Report on Form 10-K

(2) Financiai Statement Schedules

»

All financial schedules have been omitted either because they are not applicable or because the required information is provided in our Consolidated Financial § tatements and

Notes thereto, starting on page F-§ of this Annual Repor
(3) Exhibits

The Index to Exhibits, which uppears immediately
Tiem 16. Form 10-K Summary

None.

rt on Form 10-K,

follzwing the signature page and is incorporated herein by reference, is filed as part of this Annual Report on Form 10-K.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
Surgery Parmers, Inc.

We have audited the sccompunying consolidated balance sheets of Surgery Partners, Inc. (the “Company™) as of December 31, 2016 and 2015, and the related consolidated
statements of operations, comprehensive income (loss), stockholders’ equity (deficit), and cash flows for each of the three years in the period ended December 31, 2016, These
finaneial staiements are the responsibility of the Company's management, Our responsibility is 10 express an opinion on these financial stuernents based on our audits.

We conducted our audits in accordance with the standards of the Pubiic Company Accounting Oversight Board (United States). Those standards require that we plan and perform
the audit to obtain reasnnable assurance sbout whether the financial stalernenls are frec of material misstatement. An audit includes cxamining, on a test basis, evidence supporting
the amounts and disclosures in the finaneial statements. An audit also inchides assessing the accounting principles used and significant estimates madc by management, as well as
evaluating the overall finaneial swatement presentation. We believe that our sudits provide a reasonable basis for our opinion.

In our opinion, the financial staternents referred 10 above present fairly, in all material respects, the consolidated financial position of Surgery Purtnets, Inc. at December 31, 2016
and 2015, and the consolidated results of their operations and their cash flows for each of the three years in the perind ended December 31, 2016, in conformity with U.5. genernlly

aceepted acrounting prineiples.

As discussed in Note 2 10 the consolidated financial siatements, the Company chunged its presentation of debt issuance costs as a result of the adoption of Aecounting Standards
Update 2015-03, “Simplifying the Presentation of Debt Issuance Costs, and applied the change retrospectively to December 31, 2015,

We also have audited. in accordance with the standards of the Pablic Company Accounting Oversight Board (United States), Surgery Partners, Ine,"s intermal control over financial
reporting as of December 3t, 2016, based on criteria established in Imemal Control - Integrated Framework issued by the Committes of Sponsoring Qrganizations of the Treadway
Commission (2013 framework), and our report dated Mareh 10, 2017 expressed an adverse opinion thereon.

5/ Emst & Young LLP
Nashville, Tennessee
March 10,2017




SURGERY PAR'TNERS, INC.
CONSOLIDATED BALANCE SHEETS
{Tn thousands, except shares and per share amoiinis)

December 31, 2016 December 31, 2015

ASSETS
C’l\u:ra{ asee!s P .
Caosh and ¢ash equivalents $ 69699 § 57,933
iy TR edeiints recelvab, less allowance for doubifil aCCouiss of $29,872 and 818,322, respectively 220,504 177,757
' lnvt;ntorics ' 28,777 25,591
i ”,Pn:pmd expenscs and oﬂmr mrrentassets 32,014 34,620
Acquisitian cscrow deposit 10,871 13,984
b “"ul‘cnﬁmé;nmf'cmmn nx;cwabie dug from seller . .;'.? L — 1,072
Total current assets 361.955 310,957
Propédiy and equipment, et © SR 204,253 184,550
lmnngiblc assels, net - 48,023 53,568
Goodwill: I EL L 1,555,204 - 1,407,927
Invesiments in and advances to af‘ﬁl:ales 34 980 34,103
'Rcstrlctcd investcd assets T _‘ IR _- - _ ' s 6 |
Lon;,-tcn‘n dcﬁrrmd tax assets 83,793 94,105
Acqmsullnn eserow dcposn };1 B = 8,408
Ot.hcr long-term assets 16,435 10,509
Total assets T ' 5 2304958 § - 2,104,443
[LIABILITIES AND STOCKHOLDERS' EQUITY -
Currcnt liabilitics:
‘Accounts payable $ 49,766 § 45341
Accrued poyroll and benefits 29,273 26,307
* Acquisition cscrow liahility e T | 10871 13,984
Other current liabilities (8,993 68,410
Current maturities of long-term debt - ’ Ar:'-“,_;:"' S - - 27,822 C 27247
Total cuercnt Tiabilities o 156,725 181,289
Long-term debt, less curment maturities i o 1,414,421 1,228,112
Long-tenn tax reccivable agroement Ilablllty 122.35¢ 119,655
Acquusmon eserow liability N S - B408
Other long-tenm liabilities B 76,266 85,613
:Non-comrolling interests—redeemahle ‘ 7_ 180,521 183,439
Stockhnldcm cyuity:
r_ Preferred stock, $0.01 par value, 20,000,000 shares uut!lonzcd no shares issued or outsianding — -
Cammon stock, $0.01 par value, 300,000,000 sharcs uulhonzcd 48,488 616 gharcs issued and oulstanding at December
31, 2016; 48,156,990 shares issued and outstanding at December 31, 2015 485 482
* Additionnl pid-in capital - o 320,543 316,294
Retained deficit (311,351 (320,804}
T Total Surgery Parmers, Inc. stockholders' equity (deficit) 5,677 (4,028)
Non-controlling intcrests—non-redeemable 314,997 301,955
Total stockholders' cquity R - 324,674 297927
Total Jiabilitics and stockholders’ equity 3 2304958 § 2,104,443

See noles to consolidated financial stalements.
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SURGERY PARTNERS.INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except shares and per sharve amannts)

Ycear Ended December 31,

2016 015 2014
Revenues ) - s 1145438 % 959,891 § 403,289
Opcrating expenses:
Salarics and benefits - 357,175 261,685 © 101976
Supplies 269,239 242,083 94,224
Professional and medical foes - 81,185 66,583 - . 18,028
Lease expense - 52,147 44,848 19,389
Othcr operating expenses o 61450 54,127 20,561
Cost of revenues 821,E96 669,326 254,178
Gcnéré! and administrative q:_c'p'gnséﬁ“(iﬁél-udés'e;of{tiﬁécnt acquisitinn compensatinn - ‘ -
expense of $5,092 for the year ént_ie@i' De}cembcrﬁf, 2016) 60,246 55,992 ' 31,452
Depreciation and amortization ) 39,551 34,545 15,061
Provision for doubtful sccounts ~ - - - T - 24212 23,578 9,509
Income from équiry mvestments (4,764) 3,777) (1.264)
Loss (gain) on disposal or impairmerit of tnng-lived assets, net o 2358 (2,097 1804
Loss on debt refinancing ) 11,874 16,102 23,414
Merger transaction and integration costs. 8,738 17,920 21,690
Gain on litigation scttlement (14,101) — —
Terminetion of management agmclhcﬁl and IPO costs : — 5,834 —_—
Elcetronic health records ineentive income - (408) (1,761) (3,356)
Other expenses {income} . .. : 35 (525) ‘ )
Total operating expenses 948956 815,137 352,482
Operating income ‘ e 196,482 144,754 50,807
Tax receivable agreement expense (3,733) (115910 —_
Tnterest expense, net S T (100,571) {100,980) (62,101)
Tncame (loss) before income taxes 92,178 (76,137) (11,294)
Ingome tax expense (benefit) - S 7,005 (148,982) - 15,758
Net income (loss) 85,083 72,845 (27.052)
Less: Netincame attributable to non-coritratling fnterests - O (I5.630) 416 - (38.,845)
Net income (loss) attributable (o Surgery Partners, [ne. 3 9453 § 1,429 § (65,897)
Net income (loss) per share altﬁbumblé io common stockholders
Basic - s 020§ 0.04 § (2.04)
Diluted 112 S 020 § 004 § (2.04)
Weighted average cc;nunon shares ouglﬁg'tiing @ ] o ]
Basic 48,018,544 36,066,233 32,295,364
Diluted (1 ' 7 48,190,738 17464387 32,205364

L The impact ol putantially dilutive securities for ihe yenr‘md‘ed [december 31, 2014 was ant considered beesuse the effect would be anti-dilutive for the perind.
(1RMeet fthe Reorganizatinn in 2015, ns defined in Nose |, has heen reimspectively applicd te all perinds presenfed,

See notes to consolidated financinl statements.
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SURGERY PARTNERS, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
(In thousands)

Yenr Ended December 31,

2016 2018 2014
Net income {loss) ' $ 85.083 72845 $ (27,052)
Other comprehensive income 7 7 — —_ —
Comprehensive income {loss) ) $ 85083 § 72845 § (27,052)
Less: Comprehensive income attributable to nnn-oc_mtml]ing interesis (75,630) (71,416) (38,84%5)
Comprehensive income (loss) attributable to Surggy Partners, Inc. ) by 9453 § 1,420 § {65,897)

Sec notes to consolidaied financial statcments.
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SURGERY PARTNERS. INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY (DEFICIT)
(In thousands, except shares)

Commaon Stock & Additional Non-Controlling
Paid-in Interests—
Shares Amount Capital Retained Deficlt Non-Redecmahle Total
Baiance as of December 31, 2043 e 1000 § — § 59719 § (163336 8 89242 S (14379)
— — (65.897) 34,766 (31.131) |

Net (loss) income ) —

Equny-based compensotion : ‘ -— - 942 — — . 042

Acquisition and disposal of sharcs of non—comm]l:ng '

NICrEsIs, net — — 633 —_ 202,024 202,657
1’ A Dlsmbuhans to owhers o ) .—w — —_ (93.000) —_ {93,000

Distributions to non-conerolling mtcrcﬂ—non- -

redeemable holders — — — — (32,414) (32414)
i Repirchase of units s = s - (3,143) .- — (3,143
Balance as of December 31, 2014 1,000 8 — 5 58151 % (322.233) % 203618 8§ 20,536

Nei income — — — 1429 53,800 55,229
T Equity-based compensalion ol T . — — 7,502 — — 7,502

Acquisition and disposal of shares ot’nnn—controlhng S -

interests, net — — (835) — 4,321 3,486

Distributions (o non-controlling mtermm—non- :
L redeem‘ible holders: S - — ] —_ —_ (49,784) {49.784)

Initial public offering 14,285,000 143 250,836 —_ — 250,979
| Effoct of Reorganization 2 o " 33,870,990 339 — — — 339

Other ) — _ 640 — — 640
iBala.noe as of December 31, 2015 ST L L 4RBI569%0 0% 482§ 316284 5 (320,804) % 301,955 8 207,927
. Netincome — — — 9,453 57,607 67,060

Issuance of restricted stock, net of forfeitures 331,626 3 N —_ — _
: Equity-based compensation - — 202 —_ — 2,021

Acquisition and disposal of shares of non-c011trol]|ng

interests, net — — 2231 — 4053 5,284

Distributions 1o non-controlling interests—non- ’
_ redeemable holders - ) — — —_ — (48.618) (48,618)
Ralance as of December 31, 2016 48,488,616 % 485 § 320543 8 (311,351 % 314997 8 324,674

113 Ag deseribed in Mote | hereln, the enmmon stoek ofthe Cimpany ig that of Surgery Parincrs, Ine., ys of Necember 31,2016 and 201 5 and thal of Surgery Center Hoidings,

Ine, as ol Deceitber 31, 2014,
R1Ag aresuis of the Reorganization that oceurmred on September 30,2015 (05 fustherdesedbed in Note 1), Surgtry Center Heldings, Ine, became an indirect wholly
owned subsidiary ofSurgery Partners, Ine. end the cammon stock o Surgery Center Holdings, Inc. is eliminated in consulidation.

Sce notes to consolidated financial statetments,
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SURGERY PARTNERS, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

Year Ended December 31,

2016 2015 2014

Cah Mows from nperating netivitles; _
Net income (lass) ] R5.083 % 72,845 % (27,052)

“Adjilstments ta reconeile net income (lass) to not cash provided by operating acrivitics;

Deprecintion and emertization 39,551 34,545 15,061
: f‘ ,-Amummlmn of debt issuance custs and dlSCOI.II';‘ ; 7.199 6,263 . 3,746
Amortization 8f unfavorabile lease hablllty (431) (431) (72}
" “Equity-based compensation ‘ o 2021 7,502 942
Loss (goin) on disposal or ;mpa:n'nentof[ong hvcd umcts. net 2355 {2,097) 1.804
; \Gnm on legal settlement: : o Co(l4,01) —_ —
Loss on debt extinguishment 11,876 16,102 23,414
.. ‘Tax re:eivhl{!'c'fig}eé'men_t expense . 3,733 [t9,911 —
Deferred incame 1axes 6,882 (149,891) 14,089
‘Interest on contingent consideratian obligatiéa " ; - ) ) 1,124 1,041 964
Pravisian for daubtful accaunts 24212 23,578 9.509
s [n"camc fram cqufly invcﬂmcnﬁ net urf distribuﬁohs received ‘ (B46) (543) {713)
Chanpes ia aperating, gsseis and Imbnlmcs aet of acquml:uns und dwesi:turcs
Abcounts receivable S “' : o ' (60.622) (48,783) (20,161}
Other opernting assets aod lmb:lme; 17.203 4,439 418
" Net cash provudcd by opcratmg néuvmes o ) 125,239 R4,481° T 21,949
Cash flows fram invesilog activities:
Purchases of praperty and equipmeat, act (39.109) {33,439) {(7,736)
Pijyﬁcnts for aequisitions, net of cnsh'ucql_:_'frcdn . (146,305} (112,596) (263,280)
Pracceds from divestitures T65 11,193 —
D Neteosh usd fn investing activities . (184.749) (134,642 (271,016)
ICuh 'l_'lgwu {ram ﬂ:nanclng ucligii_[gs:' ) r
Praceeds from initial public offering, net of offering cosls 7 — 250.97% —
Principul paymicats nn long-torm debt S 7 (473.43T) (328320)  (1,009.874)
Borrowings nflon!,-tcrm tebt 650,707 196,366 1,477,288
‘Paymcnts af debtlssuancc costs ‘ 7 _- (14,296) —_— (7.,496)
Praalty on prepayment of debt '_ o 7 (4,900) — —_
Payment nf premiim of debtextinguishment — (7,305 (17.840)
Distribulioas 1o non-controlling interest holders 7 7 (65.778) (69,720) (35,182)
Distributioa 1o awners — —_ (93.000)
Fayments relaled to ownership transactioas with cunsolidatcﬁ affiliates (20.096) (12,175) 278
Repurchase of units .o — — (3,143)
Finaacing lease obligation (924) 1,558 (7
» Nel cash Ipruvided by financing activities 71,276 31,374 310,961
Neit (decrease) increase in cash and cash cquivalents 11,766 (L6, 987) 60,894
‘Cish ind ensh eduivalents ut beginning of period . . ’ 57,933 74920 .7 13,026
Cash and cnsh equivalcats ar end of perind . 13 69.609  § 57,933 % 74,920
Supplementai cash flow Infarmatioa:
Non-cash transactians:
Notes payable issucd in cann-c(:liun wr;l: 3;1 acquisiliu-n. - ) 325§ 7430 % —
lacrease in deb? related o new cupzial lcasc obllgmmns 7 7.866 5.443 3,252
-Cush pay ments:
[aterest paid, netof i micrest incame rccc:vcd 79,262 95,799 50,377
Cash paid for jaerme taxes ) . 661 1,093 676

See nates o consolidated finaneiak sintemenis.







SURGERY PARTNERS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Organization

Surgery Partners, Inc., a Delaware corporation (together with its subsidiarics, the “Company™}, was formed April 2, 2013, as a holding company for the purpose of fucilitating
an initial public offering (the “IPQ™) of shares of eommon stock. Prior to September 30, 2015, the Company condueted business through Surgery Center Holdings, Ine. and its
subsidiaries. Surgery Cenler Hobdings, LLC was and is the sole direct owner of the equity interests of Surgery Center Holdings, Inc. and had no other materfal assets.

On September 30, 2015, Surgery Partners, Inc, became the direet parcnt and solc member of Surgery Center Holdings, LLC (ihe "Reorganization™). In the Reorganization, all
of the equity interests held by the pre-IPO Owners of Surgery Center Holdings, LLC were contributed ta Surgery Partners, Ine. in cxchange for 33,871,990 shares of common
stock of Surgery Parmers, Inc. and certain rights to udditionut payments under & tax reccivable agreement. Afler piving effect to the Reorganization, Surgery Partners, Ine. is 2
holding company. and its sole material asset is an equity interest in Surgery Center Holdings, LLC. The Company’s consolidated financial statements for periods prior to the
Reorpanization represent the historical operating results and financial position of Surgery Center Holdings, Inc. and eertain of its subsidiaries.

On October 1, 2015, the Company completed its IPO of 14,285,000 shares of common stock at ant offering price of $19.00 per sharc. On October 6, 2015, the Company
received net proceeds from the sale of common steck in this offering of $255.8 million, afler deducting underwriting discounts and other fees of $15.6 million. These nei proceeds
were used to repay a portion of the borrowings outstamding under the 2034 Sceond Licn and to pay fees associated with this offering. The Company also incurred an additional $4.8
million in costs directly related to the IPO.

On November 3, 2014, the Company completed the acquisition of Symbion Holdings Corp. ("Symbion”) ("the Merger"}, which added 55 surgical fucilities, including 4%
ambulatory surgery centers ("ASCs"} and six surgical hospitals, to its network of existing facilitics. The Cnmpany acquired Symbinn for a purchase price of $792.0 million
pursuant to the terms of an Agreement and Plan of Merger dated as of June 13, 2014, The Symbion acquisition was financed thmugh the issuance of approximately $1.4 billion
under the Company's Term Loans and Revolviag Facility,

As of December 31, 2016, the Company owned and operated a national netwnrk of surgical facilities and ancillary services in 29 states. The surgical facilities, which include
ASCs and surgien! hospitals, primarily provide non-emergency surgical procedures across many specinlties, including, among others, gastroenterotogy ("GI"), general surgery,
ophthaimology, orthopedics and pain mamagement, The Campany's surgical hospitals provide services such as dingnostic imaging, laboratery, obstetrics, oncology, phanmacy,
physical therapy nnd wound care. Aneillary services arc comprised of s diagnostic laboratory, malti-specialty physician practices, urgeni care facilities, anesthesia services, opiical
serviees and specindly pharinacy scrvices.

As of December 31. 2016, the Company owocd or operated a portfolio of 104 surgical facilities, comprised of 99 ASCs and five surgical hospitals. The Company owns these
facilifies in partmership with physicians and, in some cases, healthcare systems in the markets and communities it serves. The Company owned & majority interest in 74 of the
surgical facilities and consotidated 94 of these facililies for financial reportiog purposes, In addition, the Company owned or operated a network of 56 physician practices.

2. Significant Accounting Polieies

Principles of Consolid ztion

The ennsolideted financial statements include the accounts of the Company and its wholly-nwned subsidiaries, as well us interests in parmerships and lunited Liability
companics controlled by the Cornpany through its ownership of 2 majority voting interest or other rights grented to the Company by contrect to manage and control the affiliate's
buginess, All significant intereompany balances and transactions are eliminated in consolidation,

Non-Controlling Interests

The physician limited parners aad physician minority members of the entities that the Company controls arc respensible for the supervision and delivery of medical services.
The governanee rights of limited parmers and minority members are restricted w thnse that proteet their finaneial interests. Under cerwin partnership and opemating agreements
governing thesc parmerships and Llimited Hability companies, the Company could be removed as {he sole general partner or managing member for certain events such as material
breach of the partncrship or operating agreement, gross neptigence or bankruptey. These protective rights do not preetude consolidatiun of the respective partnerships and limited
liability companies.

COwnership interests in conselidated subsidiaries held by parties other than the Company are identified and generally presented in the consolidated financial statements within
the cquity section but separate from the Comipany's equity. However, in instances in which certain redemption features that are not solely within the control of the Company are
present, classification of non-controlling interests outside of permanent equity is required. Consolidated net incorne attributable tn the Company and to the non-controlling interests
are identified and presented on the conselidated staements of operations; changes in ownership interesis are accounted for as cquity transactions assuming the Company continues
1o consolidate related entitics, Certain ransactions with non-controlling interests are classified within finaneing aciivitics in the consolidated statements of cash flows.

The consolidated financinl statements of the Company include all assets, liabilities, revenues and expenses of surgical facilities in which the Company hns sufficient ownership
and rights 10 allow the Company to consolidate the surgical facilities. Similar to its invesiments in
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SURGERY PARTNERS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

non-consolidated affiliates, the Company regularly engages in the purchase and sale of ownership intercsts with respect tn its consolidated subsidiaries that do not result in a change
of controk.

Non-Coniroliing nteresis — Redecmable. Each of the partnerships and limited tiabiliry companies through which the Conpany owns and operates its surgical facilitics is
governed by a parmership or operating agreement. In certain circumstances, the partnership and operating agreements for the Company’s surgical facilities provide that the facilities

will purchase all of the physicians’ ownership if certain adverse regulatory events occur, such a8 it becoining itlegal for the physicians th own an interest in surgical facility, refer
patients to a surgical facility or receive cash distributions from a surgical facitity. The non-conirolling interests - redeemable arc reported outside of stockholders' equity in the

consolidated balance sheets.

A summary uf activity related 10 the non-controlling interests—redeemable follows (in thousands):

‘Balance at December 31, 2014 S _ _ s 192,589
N Net incnme atiributable to non-controtling intefgsgs;;e-dccnmblc 17,616
1 Acquisilion and disposal of shares oi’_ngqéqu-o!lhug _i:.itcrré't'_s_,.nei——ro&ecmable . ) (6,830)
- Distributions to non-controlling interest —redeemable holders (19.936)
‘Balance at Deccmber 31, 2015 S _ ) 183,439
' Net incorne attributable to non-controlling interests—rodesmable 18,023
- Aequisition and dispug_al'of shares of p@g?cqn_ﬂ_-u}[ipg imterests, net—redeemable ) (3,781}
Distributions to non—cuntrﬁ]iing interest—redeemabl;: hulders ) (17,160)
Balce atDecomber 31,2006 _ 3 180,521
Varinbk Interest Entitles

The consoliduted financial statements include the accounts of variable interest entities in which the Company is the primary bene ficiary under the provisions of Accounting
Standards Codification (A SC") Topic 810, Consofidarion. Al December 31, 2016, the variable interest entities include five surgical facilitics, three anesthesia practices and two
physician practices. At December 31, 2015, the variable interest entities inehuded five surgical facilities, three anesthesta practices and one physician practice, There was an
additional onc acquisition at Trecemher 31, 2016. The Company has the powcr to direct the activities that most significantly impact the variable intercst entity's cconomic
performance. Additionally, the Company would absorb the majority of the expected losses of these entitics should they oceur, As of December 31, 2016 and December 31, 2015,
the consolidated halance sheets of the Company included total assets of $99.5 million and $104.2 million, respectively, and total linbitities nf $10.7 million and $13.2 million,
respectively, refated to the Company’s variable interest entities.

Equlity Mcthod Investments

The Company has non-consolidating investments in surgical facilities and management companies that own or manzge surgical facilities. These nvestments are accounted for
using the equity method of accounting. The total amount of these investments inchuded in investments in and advances to affiliates in the consolidated balance sheets was $35.0
million and $34.1 million as of December 31, 2016 and December 31, 2015, respectively.

Use of Estimates

The consalidated financial statements have heen prepared in accordance with U.S, generally accepted accounting principles ("GAATP™). The preparation of financial statements
in conformity with GAAP rcquires management to make estimates and assurmptions that affect the amounts reported in the consolidated financial statements and fooinotes.
Examples include, but are not limited 1o, estimates of accounts receivable aflowances, professional and general ligbilities and the estimate of deferred tax assets or liabilities. In the
opinion of management, all adjustments considered necessary for a fair presentation have been included. All zdjustments are of « nonnal, necurring nature. Actual results could

differ from those cstitnates,
Reclassilieations

Cerlain reclassifications have been made to the comparative periods* financial statements to conform fo the current year presentation.

Fair Value of Financial Insframents

The fair value of a financial instrument & the amount at which the instrument could be exchanged in an orderly transaction between market participants to sclt the asset or
transfer the liability. The Company uses fair value measuremenis based on quoted prices in active markets for identical asscts or liabilities {Level 1), inputs other than quoted prices
in active markets that are either directly or indireetly observable (Level 2), or unobservable inpuls in which kit or no market data exisls, therefore requiring an entity to develop its
own assumptions {Level 3), depending on the nature of the item being valued.

The carrying amounts reported in the consolidated balance sheets for cash and eash equivalents, accounts teeeivable, testricled invested assets and accounts payable
approximate their fair values.




SURGERY PARTNERS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — CONTINUED

A summary of the carrying amounts and fair vaiues of the Company's long-term debt follows {in thousands):

Carrying Amount Fair Valuc
December 31. Decemher 31, December 31, December 31.
2016 2018 2016 2015
2014 First Lien Credit Agreement, net of debt issuance and discount 3 911,784 § 839,701 § 917,528 % 827,458
2014 Scoond Lien Credit Agroement, net of debt issuance and discount ~ § — s 37532 8 — 3 224,617
Senior Unsccured Notes, net of debt issuance costs and discount 3 137942 % — % 412,189 % —

The fair values of the 2014 First Lien Credit Agreement, 2014 Second Lien Credit Agreement and Senior Unsecured Notes, as defined in Note 5 on Long-Term Debt, were
based on & .evel 2 computation using quoted prices for identical liabifities in inactive markets at December 31, 2016 and 2015, as applicable. The camrying amounts related to the
Company's nther long-term debt obligations approximate their fair values,

The Company maintains a supplemental executive retirement savings plan {the "SERP") for certain former Symbion ¢xecutive officers. The SERP is a non-qualified deferred
compensation plan for eligible exccutive officers and other key employees of the Company that allows participants to defer portions of their compensation. The fair value of the
SERP asset and liability was based an a quoted market price, ot a Level | computation. As of December 31, 2016 and 2015, the fair value of the assets in the SERP were $1.7
rmillion and $1.6 million. respectively, and were included in other long-term assets in the consolidated balance sheets. The Company had a liability related 1o the SERP of 517
rmillion and $1.6 million a8 of December 31, 2016 and 2015, respectively, which was included in other long-term liabilities in the consolidated balance shects.

Revenues

The Company recognizes revenues in the period in which the services are performed. Patient service revenues and receivables from third-party payors are recorded net of
estimated contractun! adjustments and altowances, which the Company estimates based on the historical trend of its cash collections and contractual wiite-affs, accounts receivable
agings, established fee schedules, contracts with payors and procedure statisties,

A summary of revenues hy service type as a percentage nf total revenues follows:

Year Ended Decermiber 31,

2016 20158 014

Patient Service revenues:
Surgical facilives revenues 90.3% 91.6% 83.9%
Ancillary services revenues 1.9% 6.4% 12.3%
' 98.2% 98.0% 96.2%

Other service revenugs:

Optical services revcmi;s_r o o 1.1% 1.5% 3.5%
Other ' ' 0.7% 0.5% 0.3%
777777 S 1.8% 2.0% 18%
Total revenues 100.0% 100.0% 100.0%

Patient service revenues. The fec charged for healtheare procedures performed in surgical facilitics vuries depending on the type of service provided, but usually includcs all
charges for usage of an operating room, & recovery roam, special squipment, medical supplics, nursing staff und medications. The fee does not normally include professional fecs
charged by the patient’s surgeon, anesthesiologist nr other attending physi¢ian, which are billed directly by such physicians tn the patient or third-party payor. However, in several
surgical fatilities, the Company charges for anesthesia services. Ancillary service revenues inchude fees for patient visils to the Campany's physician practices, pharmacy scrvices
and diagnostic tests ordercd by physicians. Patient service revenues are recognized on the date of survice, net of estimated contractual adjustments and discounts from third-party
payors, including Medicare and Medicaid. Changes in estimated contractual adjustinents und discounts are reeorded in the period of change, During the year ended December 31,
2016, the Company recognized an increase to patient service revenues as a resulf of changes in estimates to third-pnrty settlements related to prior years of approximately 56.8
million comparcd to $2.3 million during the year ended Deecmber 31, 2015,
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SURGERY PARTNERS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — CONTINUED

The following table sets forth patient service revenues by type of payor and as a percentage of total patient service revenues for the Company's consolidated surgical facilitics
(dollars in thousands):

Year Ended December 31,

016 15 2014
Amount Amount % Amount %

Patient service revenues:
Private insurnce - ’ IS 579,662 51.5% § 516,739 550% § 202,172 52.1%
Government - 448,953 30.9% 3159471 IR.2% 134,041 34.5%
Self-pay _ 19817 18% 16,190 1.7% 13,645 3.5%
Other ' 76,172 6.8% 48311 5.1% 38,215 9.9%

Tetal patient service revenues § 1,124,604 100.0% $ 940,711 100.0% $ 388,073 100.0%
Other service revenues:
Optical service revenues 13 12,505 $ 14,572 $ 14,193
Orther revenues 8,329 4,608 1,023

Total net revenues $ 1,145438 $ 959,891 % 403,289

Other service revemues. Optical service revenues consist of product sates from the Compmny's optical laboratories as well as handling charges billed 10 the members of the
Company's optical products purchasing organization. The Company's optical products purchasing organization negotiates volume buying discounts with optical products
manufacturers, The buying discounts and any bandling charges billed 1o the members of the buying group represent the revenue recognized for financial reporting purposes.
Revenue is recoghized 25 orders arc shipped to members. The Company bases its estimates for sales tetums and discounts on historical experience and has not experienced
significant fluctuations between cstimated and actual reumn activity and discounts given. The Company's opical laboratories manufacture nnd distribuie corrective lenses nnd
eyeglasses to ophthalmologists and optometrists. Revenue is recognized when produet is shipped, net of allowance for discounts. The Company's marketing products and services
businesses recognize revenue when product is shipped or services are rendered.

Other revenues include management and edministrative service fees derived frmn the non-ponsnlidaied facilities dat the Company acenunts for under the equity methnd,
snanagement of surgieal facilitics in which it does not own an interest, and management services provided to physician practices for which the Company is nnt required to provide
capital or additional assets. The fees derived from these manggement armangements are based on a predetermined percentage of the revenues of cach fecility or practice and are
recognized in the period in which services are rendered.

Cash and Cash Equivalents

The Campany considers all highly liquid investments with 1 muturity of thre¢ months or less when purchused to be cash equivalents. The Company maintins its cash and
cash equivalent balances at high credit quality financial institutions.

Accounts Receivable and Allnwanees for Contractual Adjustments and Doubtful Accounts

Accounts receivable are recorded net of contractual adjustments and aflowances for doubtfi) accounts 1o reflect accounts receivable ut net realizable value, Accounts receivable
consists of receivables from federal and staic agencies {(under the Medicarc and Medicaid programs), managed carc health plans, commercinl insurance companics, employers und
patients. Management recognizes fhat revenues and receivables from gevernment agencies are significant to the Company's operations. but it docs not believe that there is significant
credit risk associnted with these government agencies, Conceniration of credit risk with respect to other payors is limited because of the large number of such payors, As of
December 31, 2016, the Company had a et third-party Medicaid seltlements receivable of $454,000 compared to a third-party Medicaid settlements liability of $5.2 million nt

December 31, 2015,

The Company retognizes that fingl reimbursement of accounts receivable is subject to final approval by each third-party payor. However, hecause the Cnmpany has confracts
with its third-party payors und also verifies insurance coverage of the patient before medical services are rendered, the amounts that are pending approval from third-party payorts are
not significant. The Company's palicy is to collect co-payments and deductibles prior to providing medical services. It is also the Company’s policy to verify a patient’s insurance
72 hours priot o the patient’s procedure. Patient services of the Company are primarily non-cmergeney, which allows the surgical facilitics to control the procedures for which
third-party reimhursement is spught and ehtained. The Company does not require collateral from self-pay patients.

The Compuany analyzes accounts receivahle at each of its facilities to ensure the proper aped caegory and collection assessment. At a consolidated level, the Company's policy
is 10 review Zectunts rescivable aging, by facility, © determine the appropriaie allowance fur doubtful accounts. Patient account balances are reviewed for delinquency based on
contractual terms. This review is supperted by an analysis of the actual revenues, contractual adjustments and cash collections received. An account batance is written off only afier
the Company has pursued collection with legal or colleetion agency assistance or otherwise has deemed an account to be uncollectible.
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A summary of the changes in the allowanee for doubiful sccaunts reccivable follows (in thousands):

Balunce at December 31,2013 - - _ $ 5,028
Provision for doubtful accounis 9,509
Accounts written off, net gffe_iﬁbvc::i& ‘ . (9.208)'

Balance at December 31, 2014 5329
Provision for dobtful sccounts .+ _ 21,578
Accounts written off, net of recoveries ’ ) ) {10,585)

Balance at December 31,2015~ - _ 8322,
Frovisinn for douhtful accounts 24212
Accotints writien of, oetof recoveries . _ . {12.662)

Balance at December 31, 2016 S 29,872

The Company records an estimate for doubtiul accounts based on the aging category and historical collection experience of each product sales or nther business included in
other service revenues, as discussed in the nofe above.

The receivahles related 1o the Company’s oplical produets purchasing organization are recognized separatcly from patient accounts reecivable, as discussed above, and are
included in other current assets in the consolidated balance sheets. Such receivables were $7.0 million and $8.4 million at Decerber 31, 2016 and 2015, respectively.

Inventorics

lnventeries, which consist primarily of medical and drug supplies, are stated at the lower of cost or market value. Cost is delermined using the first-in, first-put method.
Prepald Expeascs and Other Current Asscls

A sutnmary of prepaid expenses and other current assets follows (io thousands):

Deeember 31,

2016 205
T’repaid cxpenses ' S ;_ ) H 1,158 § 7.409
Receivables - optical product purchasing organization 7,042 8,434
"Acquisition eserow receivable e '7 — £,000
[nsurance recoverics 7 o 2,476 2,363
Othér'curchtassels e T 11,338 8414
Total 5 32014 % 34,620

Property and Equipment

Property and equipment are stated at cost ar, if obtained through acquisition, at fair value determined on the date of aequisition. Depreciation is recognized using the straight-
line method over the estimated usefil fives of the ussels, generally three to five years for compulers and software and five to seven years for fumiture and equipment. Leaschold
improvements are depreciated on a straight-line basis over the shorter of the lease term or the estimated useful life of the assets. Routine maintenance and repairs arc expensed as
incurrcd, while expenditures that increase capacities or extend useful lives arc capitalized.
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The Company also leases certnin Tacilities and equipment under capital leases. Assets held under capital leases arc staled at the present value of minimum lease payments at the
inception of the related lease. Such assets are depreciated on a straight-line basis over the lesser of the lease term or the remaining usefud life of the leased asset,

Goodwill and Intangible Assets

Goodwill represents the fair value of the consideration provided in an zcquisitian over the fair value of net assets scquired and is not amortized. The Company has indefinite-
lived intangible assets related 1o the certificates nf need held in jurisdictions where certain of its surgical facilifics arc located. The Company also hes finite-lived intangible assels
related to physician guaranicc agreements, non-compete agreements, tanagement ggreements and customer rclationships, Physician incume guarantees are ainnrtized into salaries
and benefits costs in the consolidated statements of operations over the commitment period of the centract, generally three to four years. Non-compete agreements and management
rights agreements are amortized into depreciation and amortization expense in the conselidated statements of operations ever the service lives of the agreements, ranging from two
years 10 20 years for non-compete agreements and 15 years for the managerment rights agreements. Customer relafionships are amortized into depreciation and amortization ¢xpense
in the consolidated statements of operations over the estimated lives of the relationships, ranging from three to ten years.

Impairment of Long-Lived Assets, Goodwill and Intangible Asscts

The Company evaluates the camrying value of long-lived assets when impainment indicators are present or when circumstances indicate that impairment may exist. The
Company petforms an impainnent 1est by preparing an expecied undiscounted cash flow projection, 1f the projection indicates that the recorded amount of the long-lived osset is not
cxpected 1o be recavered, the carrying value is reduced to estimated fair value. The cash flow projection and fair value represents management’s best estimate, using appropriate and
customary assumptions, projections and methodologies, al the date of evaluation. No impatrment losses on long-lived assets were recognized during the years ended December 31,

2016, 2015 und 2014,

The Company 1ests its goodwill and indefinite-lived intangible nssets for impairment annually, as of October 1, or wore frequenly if certain indicators arise. The Cnmpany
performs its annual goodwill impairment assessment by developing a fair value estimate of the business enterprise as of October 1, 2016 using a discounted cash flows approach
and comparing the fair value fo the carryiog value of the net assets of the individuol reporting units os of October L, of additionally if impairment indicators arc present. The resalts
of the Company's fair value estimate arc then corroberated using a market-based approach. The result of the Company’s annusl goodwill impairment test at October 1, 2016
indicated no impairment. There were also no impairment charges recorded during the years ended December 31, 2015 and 2014,

Restricted Invested Assets

Restricted mvested assets of $315,000 and §316,000 at December 31, 2016 and 2015, respectively. were related (o a Tequirement under the operating lease agreement at the
Company's Chesterfield, Missouri facility. In accordance with the provisions of the lease agreement, the Cnmpany has a deposit with the landlord that shall be hicld as scourity for
performance under the Company's covenants and obligations within the agreement through January 2024.

Other Long-Term Assets

A summary of other long-term assets follows (in thousands):

December 31,
2016 2015
Notes roccivable ‘ ' R $ 76§ 212
Deposits 4,196 2,475
‘Asscts of SERP T ' 1,725 1,606
Debl issuance costs 1488 o 2,005
Insuranee recoveries S _ 6,835 3976
Other 7 1,475 235
| Toum o s 16435 § 10,509
F-13




SURGERY PARTNERS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

Other Current Liabilities

A summary af ather current Liabilities follaws (in thausands).

December 31,
2016 2015
Inierdst payable o 3 19206 § 5410
Current taxes payable 2,622 1,977
[osirance lisbilitics .- o 6,625 5,476
Third-party settiements 179 5222
Acqili’sﬂmn considerailon payable . - 16,768
Amounts due to patients and payors ] 12,221 11,424
Tax régeivable agreement kiability T ' 999 —
Coﬁlingent acquisition compensation liability 7 . 4,589 —_
"Other accrued expefises: 22,552 22,133
Total $ 68993 § 68,410
Other Long-Term Liabillttes
A summary of other lang-term liabilities follows {in thousands):
December 31,
2016 2015
Facility leasc oblipations $ 52653 8 53,927
I}dcdicall malpractice liability ) . _ o 10,453 6,339
Liability of SERP 1,725 1,608
Contingent consideration obligation ' : - 14,049
Unfavorablc lease liahility 1.671 1,996
Other longsterm liabilicies 9,764 7694
3 76,266 8 85,613

Total

The Company has facility lease obligations in coonection with the surgical hospital located in Idaho Falls, Idaho and with & radiarion oncology building at this facility, The
obligation is payable to the Iessor af this facility far the land, building and improvements. The current partion of the lease obligation was $1.§ million and §797,000 at December 31,
2016 and 2015, respectively, and was included in other current libilities in the consolidated balunce sheets. The total of the facility lease obligations retated 1o the surgical hospital
and radiation oncology building in [daho Falls, Idabo was $50.0 millioa and $50.8 million at December 31, 2016 and 2015, respectively.

Additionally. the Company has a facility lease abligabion in connection with the surgical facility located in Ocale. Florida payable to the lessor of this fagility for the building.
The current portion of the liability was $182,000 and $169,000 at December 31, 2016 and 2015, respectively, and was included in other eurrent lizbilities in the consolidated balance
sheats, The total of the facility leasc obligations related o the building in Ocala, Florida was $3,7 million und $3.9 million at Decomber 31, 2016 and 2015, respectively.

Equity-Based Compensation

Transactions in which the Company receives employee and non-employee services in exchange for the Campany’s equity instruments or linbilities that arc based on the fair
valee of the Company's equity securities ar may be setiled by the issuance af these securities are accounted for using a fair value method, Prior 10 the Reorganization, on the grant
date, the Company employed 2 murket approach to estimate the fair value of equity-based awards based an various considerations and assumptians, incliding implied eamings
multipies and ather metrics of relevant market participants, the Company's operating results and forecasted cash flows and the Company s capital structure. Such estimates require
the iaput of highly subjective. complex assumptions. However, such assumptions are no longer required to determine fair value of shares of the Company™s commen stock as its
underlying shares began trading publicty during the fourth quarter of 2015. The Company applics the Black-Scholes-Merton method of valuatien in deienniniag share-based
compensztion expensc for oplion awards,

The Compnay’s policy is to recognize compensation expensc usiag the straight finc methad over the relevant vesting period for units that vest based on time, Prier to the
Reorgunization, employees held membership units in Surgery Center Holdings, LLC, and the ussociated expensc was referred to is unii-based eompensation; following the
Reorganization, such expensc is referred 1o as equity-based eompensation.
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Earnings Per Share

Basic and diluted earnings per share are cafculated in accordance with ASC 260, Eurnings Per Share, based on the weighted-average number of shares ouistanding in each
period and difutive stock options, unvested shares and warrants, to the extent such securities exist and heve a dilutive cffect on eamnings per share.

Professional, General and Workers' Compensatios Insuranee

The Compeny muintains general liability and professional lizbility insurance in excess of self-insured retentions through third party commercinl insurance carriers in amounts
that manggement believes is sufficiens for the Company's operations, although, potentially, some claims may exceed the seope of coverage in effect. The professional and general
insurance coverage is on a elaims-made basis. Workers’ compensation insurance is on #n socurrence basis.

The Company expenses the costs under the self-insured retention exposure for general and professionat liabifity and workers compensation elaims which relatc 10 (i) claims
made during the poliey period, which are offset by insurunce recoveries and (i} an estimate of elaims incurred but not yet reported that arc expected to be reported after the policy
period expires. Reserves and provisions are based upon actuarially determined estimates using individuat cose-basis valuations and actuarin] analysis. Reserves for professional,
genere! and workers' compensation ¢laim Habilities are determined with no regard for expecied insyrance recoveries and are presented gross on the consolidated balance sheets.
Total professional, general and workers' compensation elaim liabilities as of December 31, 2016 and 2015 are $13.8 million and $9.5 million, respectively. The balance includes
expected insurance recoveries of $9.3 million and $6.3 million as of December 31, 2016 and 2015, respectively.

Electronic Health Record Incentives

The American Recovery and Reinvestment Act of 2009 provides for Medicare and Medieaid incentive payments beginning in calendar year 2011 for eligible hospitals and
professionals that implement and achieve meaningful use of certified Elecronic Health Records {"EHR") technology. Several of the Company’s surgical hospitals, which were
acquired in connection with the acquisition of Symbion, heve implemented plans to comply with the EHR meaningful use requirements of the Healsh Information Technology for
Economie md Ciinical Heakth Act ("HITECI™) in time to qualify for the imaximum availzble incentive payments,

Compliance with the memningfu! use requirements has and will continue to result in significant cosis including business process ehanges, professional services focused on
suecessfully designing and implementing the Company's EHR solutiens, aleng with costs associgted with the hardware and sofiware components of the project. The Company
cutrently estimates that total costs ineurred so comply will be recovered throngh the fatal EHR incemtive payments over the projecied tife cyele of this initiative, The Company incurs
both capital expendisures and operating cxpenses in connection with the implementation of its various EHR initiafives, The amount and timing of thesc expenditures do not directly
correlate with the timing of the Company’s cash receipts or recognition of the EHR incentives as other income. The Company expeets fo receive meentive paymenis and recognize
eorresponding revenue upon the completion of the EHR meaningful use requircments, The Company recorded incentive income of $408,000, $1.8 milion and 53.4 million during
the years ended December 31, 2016, 2015 and 2014, respectively.

Income Taxes

The Company uses the asset and liability method to account for income taxcs. Under this method, deferved income tax assets and linbilities are recognized for the future tax
consequences attributahie 1 differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases. Defirred tax assets and
Jiabilitics are measured vsing enacted 1ax rates expected ta apply to taxable incomc in the years in which thosc temporary differences are cxpected to be recnvered or scitled, The
effect on deferred tax assets and liabilities of a change in tax rates is recopnized in income in the period that includes the enactment dage. 1 a nct eperating loss carryforward exists,
the Company makes a determinatian as to whether that net operating loss carryforward will be utilized in the future. A valuarion nllowance is established for certain net operating
lass carmyforwards when their recoverability is decmed to be uncertain, The carrying value of the net deferred lax assels nssuines that the Company will be able to generate sufficient
future taxable incotre in certain tax jurisdictions, based on estimates and assumptions. If these estimates and related assumptisns ehange in the future, the Company may be required

to adjust its deferred tax valuation allowances.

The Chmpany, or oftc or more of its subsidiaries, files income 1ax returns in the ULS. federa] jurisdiction and various state jurisdietions. With fow exeeptions, the Company is
1o longer subjoet to U 8. federal income tax examinations for years prior to 2013 or state income tax examinations for years prior to 2012.

Recent Accounting Pronouncements

In May 2014, the Finaneial Accounting Standards Board {("FASB™) issued Accounting Standards Update ("ASU™) 2014-09, " Revenue from Contracts with Customers.”
which outlines a single comprehensive mode] for recognizing revenue and supersedes most existing revenuc recognition guidance, including guidance specific to the healthcare
industry. This ASU pravides companies the option of applying a full or modified retrospective approach upon adoption. This ASU was originally sct to be effective for fiscal years
beginning efter December 15, 2016, and early adopyion was not permitted. In July 2015, the FASB deferred the effective date for the standard 1o be effective for liscal years
heginning afier December 15, 2017. The FASB will now permit companics to carly adopt withint one year of the new cffective date. The Compeny will adopt this ASU on
January 1, 2018 and eurrently ptans to adupt using the full retrospective method. The Company confinues to assess the impaet of this ASU on its cansolidated financial position,
results of pperations, cash flows and finaneial diselosures but anticipetes the most significant ehange will be how the estimate for the ailuwance fur doubtfut accounts will be
recognized under the new standard.
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In February 2015, the FASE issued ASU 2013-02 “Amendments to the Consolidation Analysis.” which amends the ewrrent consolidation guidanee, including introducing a
separate consolidation analysis specific to limited partnerships and other similar cntities. Under this nnalysis, limited partageships and other similar entities wilt be considered n
variable-interest entity uniess the limited partners hold substantive kick-out rights or participating rights. The provisions of ASU 2015-02 are ¢ffective far annual reporting periods
beginning afler December 15, 2013, Early adoption is permitted. The Company adopled this ASU on January 1, 2016. The adoption of this ASU did not have a material impaet on
the Company's consalidated financial position, resuhs of operations, cash flows and financial disclosures.

In April 2015, the FASB issued ASU 2015-03, * Simpfifving the Presentatian of Debt Issuance Casts,” which simplifies the presentation of debt issvance costs by requining
debe issuance costs refated 10 2 recognized debt liability be presenied in the balance shect as a direct deduction from the camying amount of that debt liability, consisient with debt
discounts. ASL 2015-03 is effective for fiscal years, and interim periods within those years, beginning after December 15, 2015, Enrly adoption is permitted, and (he new guidance
should be applied retrospectively, The Company adopted this ASU on January |, 2016 rewospectively for all periads presented. As a vesult of the adoption of this ASU, the
Company reclassified approximately $2.2 million at December 31, 2015 from deferred lonn costs to long-term debt. The adoption of this ASU did not have a materzal impact on the
Company’s consolidated financial position, results of operations, cash flows and financial disclosures,

1n August 2015, the FASB issued ASU 201515, “ Presentation and Subsequent Measurement of Debt Issuance Casts Associated with Line-af Credit Arrangements™ which
clarifies the Sccurities and Exchange Commission (“SEC™) stz2fT's position on presenting and measuring debt issuance costs incurred in connection with linc-of-credit arrangenents
given the lack af guidance on this 1opic in ASU 2015-03. The SEC staff has announced that it would "not object to an entity deferring and pecsenting debt issnance costs as an asset
and subscquently amoriizing the deferred debr issuance costs ratably over the term of the line-of-credit arrangement.” The Company adopted this ASU on Janvary 1, 2016
retrospectively for all periods presemied. The adoption of this ASU did not have & material impact on the Company's consolidated financial position, resudts of operations, cash
flows and financial diselosures.

In September 2015, the FASB issued ASU 2015-16, * Business Comhinatians. Simplifving the Accounting Jor Measurement-Period Adjustments” which eliminaes the
requirement for an acquirer 1o retrospectively adjust its financial statements for changes 1o provisional amounts that are identified during the measurement-period following the
consurmnation of a business combination, Instead, ASU 2015-16 requires these types of adjustments 1o be made during the reponiing period in which they are identified and would
require additional disclosure or scparale presenlation of the portion of the adjustment that would have been recorded in the previously reported periods as if the adjusiment (o 1he
provisional amounts had been recognized as of the acquisition date. ASU 2015-16 is effeclive prospeciively for fiseal years bepinning afler December 15, 2015, including intedm
periods within those years. The Company adupted this ASU on January 1, 2016. The adoption of this ASU did not have a materinl impact on the Company's consolidated finaneial
position, results of operations, cash flows and financial disclosures.

In Februory 2016, the FASB issued ASU 2016-02, “ Lenses,” which will require, among other items, lessees to recoghize most leases as assets and liabilives on the balance
sheet, Qualitmive and quantitative diselosures will be enhanced to better understand the ainount, timing and uncertainty of cash flows ansing from leases. This guidance is effective
for financial smtements issued for fiscal years beginning after December 15, 2018, and interim periods within those fiseal years, with carly adoption permitted. The Company
believes the primary effect of adopting the new standard will be (o record right-of-use asscts and obligations for current operating leases.

1n Mareh 2016, the FASB issued ASU 2016-07, “fmvestients- Equity Meitod and Joint Fentures,” which allows invesiments that iow meet equity method treatinent that were
previously uceounted for under a different inethod 1o apply the equity method pmspectively from the date fhe investment qualifies for equity method treatment. ASU 2016-07 is
effective prospectively for fiscal years begimning after Decenber 15, 2016, including itterim perods within those years. Early adoption is permitted. The Company is currenily
evaluating the impact this new guidance may have on the consolidated financial position, resitlis of operations and cash fiows.

tn March 2016, the FASB issued ASU 2016-09, * fmprovencents 1o Employee Share-Bused Pawnen: Aceaunting.” which simphfics the accountiag for share-based payments
ineluding the incame tax eonscquences, classification of certain awards and treatment of forfeimres. ASU 2016-09 is effective prospectively for fiscal years beginning aller
December 15, 2016, ineluding interim periods within these years. Early adoption is permitted. The Company carly adopied this ASU during dhe first quarter of 2016. The adoption
of this ASU did not have a material impact on the Company’s consolidated financial position, results of operation, cash flows and financial disclosires.

In August 2016, the FASB issved ASU 2016-15, * Class ificatian af Certain Cash Receipts and Cask Paymenss,” which clarifics the classification of certain cash receipts and
cash payments on the siatement of eash flows. ASU 2016-15 15 effective remospectively for fiscal years beginning, after December 15, 2017, ineluding interim periods within fhose
years. Barly ndoptien is permitted. The Company is citrremly evaluating the impact this new guidance may have on the consolidated cash flows.

In October 2016, the FASB issued ASU 2016-17, “Juterests Held trough Related Parties That Are under Cammon Confrol,” which modifics existing guidance with respect
1o how a decision maker that holds an indirect interest in a VIE through a common control party determines whether it is the primary bene ficiary of the VIE as part of the analysis of
whether the VIiz wotkd need to be consolidated. Under the ASU, a decision maker would necd to consider only its proportionate indircet interest in the VIE lield through a common
control party. Previous guidance had required the decision maker to treat the common control party’s interest in the VIE as if the decision maker held the inlerest itselll As a result of
the ASU. in ceriain cases, previous consolidation conclusions may change. ASU 2016-17 is effective prospectively for fiscal years beginning after December 15, 2016, including
interim periods within thosc years, Barly adoption is permitted. The Conspany s curremily evaluating the impact this new guidance may have on the cnnsolidated financinl position,
results of operations and eash flows,
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In November 2016, the FASR issued ASU 2016-18, “Statement of Cash flows: Resiricted Cash.” which will require the reconciliation of resiricted cash in the statement of
cash flows. ASU 2016-18 is effective retrospectively for fiscal years beginning afier December 15, 2017, including interim periods within thnse years. Early adoption is permitted.
The adoption of this ASU will not have a material impact on the Company's consolidated cash flows.

fn Jonuary 2017, the FASB issued ASU 2017-01, “Business Cambinations — Clarifying the Definition of @ Business,” which nurrows the definition of a business when
evaluating whether rmnsactions should be accounted for as asset acquisition or business combination. ASU 2017-01 is effective for fiscal years beginning afier December 15, 2017,
including interim periods within those years, Early adoption is permified. The Company is currently evaluating the impacl this new guidance may have on the consolidated fnancinl
position, resulis of operations and cash flows.

In January 2017, the FASE issued ASU 2017-04, “Simplifying the Test for Goodwill Impairment.”* which eliminaies the requirement to ealculate the implied fnir value of
goodwill {i.e., Step 2 of the current goodwilt impairment fest) to measure a goodwill impairmen! charge. Instcad, entities will record an impairment ehurge based an the excess ofa
reporting unit's carrying ameunt over its fair value (i.c., measure the charge based on the current Step 1}. ASU 2017-04 is effective for fiscal years beginning after Decemnber 15,
2019, including interim periods within those years, Earty adoption is permitted for annual and interim periods after January 1, 2017, The Company is currently evaluafing the impact
this new guidance may have on the conselidated financial pesition, results of operations and eash flows. The adoption of ASL 2017-04 would only impact the Company’s (inancial
statements in situations where an jimpairment of a reporting unit's assets is determined.

3. Acqulsitions and Developments

The Company accounts for its business eombinations in accordance with the fundamental requirements of the acquisition method of accounting and under the premise that an
scquirer can be idemified for cach business combination. The acquirer is the entity thal obtains control of one or more businesses in the business combination and the acquisition
date is the date the acquirer achieves control. The assets acquired, liabiliies assumed and any non-controlling interests in the acquired business at the nequisition date are recognized
al their fuir values as of that date, and the direet costs incurred in conneetion with the business combination are recorded and expensed scparalely from the business combination.
Acquisitions in which the Company is able i exert significant influence but docs not have control are aceounted for using the equity method.

2016 Transactions

During the year ended December 31, 2016, the Company acquired a controlling inieres! i two surgical facilities and two anesthesia practices in new markets and a surgicat
facility in an existing markel which was merged into an existing facility and an ancsthesia practice in an existing market for an aggregate purchase price of $36.5 million. The
Company additionatly compleled acquisitions in existing markets of an urgent care facility, nine physician practices and two integrated physician practices which includes three
ASCs. 2 ab and a pharmacy for a combined purchase price of $114.7 million, including $16.6 mittion of contingent acquisition consideration. In addition. the Company purchased
an addifional 7.04% interest in its hospital in Idaho Fails, Idaho for $20,3 million. The wansaetions were funded through cash from opemtions, procesds from the 2014 First Lien
Credit Agreement and revolver proceeds.
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The aggregate amaunts preliminanly recognized as of the acquisition date for cach major class of assets and liabilities assumed in the acquisitions closed during the year ended

December 31, 2016 are as follows:

Cash consideration g 135,061
Fair value of rion-controlling interests 27,164
Aggrepate fair vatuc of acquisitions 162,225
Net assets scquired: * -
Cash nnd cash equivalents 4,855
Accoumts receivable _ 6,291
Other current asscts 517
Property and equipment 3,921
Intangible assets o 4,475
Longermassess . o 56
Accounts payable and other current assets (1.490)
Current fratirities of long-term debt (3,926)
Long-term deferred tax liability (172)
Long-term liabilities - * - : (197
Net assets acquired 14,330
Excess of fair?_fal&é over identifiable net assets acquired s 147,895

The fair values assigned fo certain nssets and liabilitics assumed by the Company have been estimated on a preliminary basis and are subjeet to change as new information
emerges relnted to the facts and circumstances that were present at the date of acquisition.

Tn accordance with ASC 805, Business Combinations, contingent consideration with a continuing employment provision is recognized ralably over the defined performanee
period as compensation expense. As of December 31, 2016, the Company estimates it may have to pay $16.6 million in furure contingent purchase eempensation expense over the
remaining perfomance periods, These payments will be made should the requirements for continuing employment agreed 1o in the respective acquisilion agreements be met. The
contingent acquisition compensation expense recognized for the year ended December 31, 2016 was $5.1 million and is included as a component of general and administrative
expense (and parenthetically disclosed) in the results of the Company's operations.

Estimated contingent ncquisition compeosation expense subsequent (o December 31, 2016 is as follows (in thausands):

2017 7476

: ' A 2018 6,754

2019 1,311

~ Towl . $ - 15,541

2015 Transactions
Surgical Facilin: Acguisitions

Dhuring the year ended December 31, 2015, the Company acquired a controlling interest in two surgical facilities located in new markets and three surgical facilities, four
anesthesia practiecs and an urgent care Facility in existing markets for an aggregate purchnse price of $84.2 million. The Company consolidates these Facilities for financial reporting

purposes. These transactions were funded with a combinntion of cash Trmm nperations, facility ownership, and proceeds from the refinaneing of the Company's eredit facilities in
connectian with the Symbion acquisition.

Ancillary Services

During the year ended December 31, 2015, through its recruiting effarts and eapital-efficient acquisitions, the Company completed thirteen in-market physieian practice
transaclions through an aggregate mvestment of $40.4 milliun, These transactions added a total of 17 physicians to the Campany’s physician network and were funded with a
combination of cash from operatians and revolver proceeds.
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Acguisition of Symbion

On June 13, 2014, the Cnmpany, through its wholly-owned subsidiary, SCH Acquisition Corp. (“Merger Sub”), entered into an Agrecment and Plan nf Merger (the "Merger
Agreement™) with Symbion Holdings Corporation ("Symbion”). Pursuant to the terms of the Merger Agreement, Merper Sub merged with and into Symbion, with Symbion being
lhe surviving corpnration in the merger (the “Merger™). At the closing of the Merger, each share of common stock of Symbion, other than those held by Symbion or by the
Company, Merger Sub or their subsidiaries and other than those shares with respect to which appraisal rights are properly exetcised in accordance with the General Corporation
Law of the State of Delaware, were converted into the right o receive a cash payment per share equal o (x) $792.0 milken, subject 1o certain adjustments for Symbion's cash, debt,
transaction cxpenses, working capital and other items at closing, plus the nggregate exertise price of all vested options, minus certain escrowed amounts relating to post-clnsing
purchase price adjustment and indemnity obligations, divided by (y) the number of shares owstanding on a fully-diluted basis assuming ull exercise of vesied options and exercise
of rights o receive shares upon (he exchange of the 8,00% Senior PIK Exchangeable Notes due 2017 issued by Symbion (the “Merger Consideration”). In addition, each
autstanding option to purchase shares of Symbion’s common stock were cancelled, and the holders of vested options were paid an amount equal 10 the excess, i any, of the Merger
Consideration over the per-share exereise price of such vested options.

‘Fhe Conpany obtained financingz commitments for Lhe transactions cottemplated by the Merger Agrecment, the aggregate proceeds of which were suffieient for the Company
to pay the aggregate Merger Cnnsideration and all related fees and expenscs.

The Company completed the Merger cffective November 3, 2014. At closing, the Company paid approximately $300.1 million in cash, ineluding $16.2 million funded v an
escrow account, aad assumed approximately $472.4 million of cutstanding indebtedness of Symbion, plus related acerued and unpaid interest. On May 3, 2016, the Company paid
$16.6 million 10 fully fund the required balance in the escrow account. The amounts funded were materially consistent with the umonnts stated within the purchas¢ agreement.
Subsequent to this funding, the escrow balance was fully distributed to the prior owners of Symbion.

The Merger was financed through the issuance of $1.4 billion of Seninr Secured Credit Facilities (“Facilities™), which includes an $870.0 million first lien term loan due
November 3, 2020, a $490.0 million second lien term loan due Nnvember 3, 2021 and an $80.0 million revolving credit facility.

Fees assoeiated with the Merger, which inctudes fees ineurred related 1o the Cnmpany's debt financings, were approximately $93.3 million. Approximately $5.3 million was
eapitalized as deferred financing costs, $21.7 million related 10 legal and other transaction fees which were expensed as transaetion eosts, $42.9 million was recorded as a reduction
of the carrying valug of the Facilities and $23.4 million was recorded as debt extinguishment costs during the year ended December 31, 2014.

Acquired assets and assumed liabilities include, but are not limited to, fixed assets, intangibie assets ind protessional liabilities. ‘Fhe valuations are bused on appraisal reporis,
discounted cash finw analyses, actuarial analyses or other appropriate veluation techniques to determine the fair value of the assets acquired or liabilities assumed. A majority of the
deferred income laxes recognized as a component of the Company's purchase price alioeation is a result of the difference between the book and tax basis of the emortizable
intangible assets recogmized.
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The purchase price amount related to the Merger has been allocated 10 the related asseis acquired and linbilities assumed based upon their respective fair values as follows:

Cash consideration $ 298 857
Acquisition corisideration payable 16,768
Fair valie of non-confrolling interests 395,663
Fair val‘{lcrof'sbgi'{"ll;ion-q oo 711,288

Net pssets acquired:

Cash' 0 . 40,374
Accounts receivable, net 79,830
Inventories. . 7 18,389
Prepaid expenses and other current assels 9,876
Property)an&'dﬁfﬁpﬁicm, Lo - 153,179
Investments m and advances to affiliates 32,728
Intangible assets™ | . ‘ 31,534
Restricted invested asscls 7 1l6
Other long-term nssets - 6.239
Accounts payable (20,419)
‘Accrued payroll and benefits , {14,600}
Oither current kiabilitics {47,229)
Currént maturities'of long-term debt (83,805)
Long-term debt, less current maturitics (376,395)
Long-term deférred i liabilities : {19,853}
Oither long-term liabilitics {60.500)
Net assets acquiréd * (250.336)
Excess of fair valie over identifiable net assets acquired $ 961,624

—_————————

The entire amounl of goodwill acquired in connection with the Merger was ullocated to the Company's surgical facility services operating segment, The total amount of the
goodwill related to the acquisition of Symbion that will be deductible far tax purposes is $142.5 million.

Fair value sttributable to non-conirolling interests was based on a Level 3 computation using signifieant inputs that sre not observable in the market. Key inputs uscd (o
determine the fair value include financial multiples used in the purchase of non-controlling interests, primarily from acquisitions of surgical facilitics. Such multiples, based on
earnings, are used as a benehmark for the discount to be applied for the lack of control or marketability. Fair value attributable to the property and equipment acquired was based on
Levei 3 computations using key inputs such as cost trend data and comparable asset sales. Fair value nitributable to the intangible assets acquired was based on Level 3
computations using key inputs such as the Company's internally-prepared financial projections. Fair values assigned 1o acquired warking capita] were based on carrying amounts
reported by Symbion at the date of acqaisition, whiek approx imate their fair values.
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The unaudited consnlidaied pro forma results for years cnded ended Decemnbar 31, 2014 and 2013, assuming the Symhion acquisition had been consummated on January 1,
2013, are as {ollows (in thnusands):

Year Ended December 31,

2014 2013
Net revenues o $ 873,683 8 820,1R6
Net income L i 31,557 42,714
Less: net income altribulable to non-controfling interests (68.973) {64,396)
Net loss attributable to Stirgery Parmers, Inc. $ (37416) ' § (21.682)

These pro forma amounts for the year ended December 31, 2014, exclude expenses related to the Merger transaction of $21.7 millian and the loss on debt extinguishment of
$23.4 million. In addition. the year ended December 31, 2013 excludes $9.9 million of expense related 10 Inss on debt extinguishment.

Other 2014 Transactions
Throughout 2014, the Company acquired three physician practices for an aggregate purchase price of S1.6 million. These transactions were funded with cash from continuing

operations.
4. Dlvestitures

2016 Transactions

During the year ended December 31, 2016, the Company sald ifs interest in one surgicat facility and reccived aggregate proceeds of $763,000 resulling in a pre-tax gain of
approximately $763,000 in the consolidated statements of operations.
2015 Transactivns

During the year ended December 31, 2015, the Company sold ils interest in three surgical facilities and received aggregate proceeds of $10.2 million resulting in a pre-tax gain
of appenximately $2.9 million in the consolidated statements of operations.

S, Praporty and Equipment

A summary of property und equipinent follaws (in thousands):

Decemhber 31,
2016 2015

Land o ' H 8082 ¢ 6,790
Buildings and improvements ' ' 118,172 104,971
Fumiture and equipment S 14,670 14520
Compuier and software 29,602 24,597
Medical squipmént o R 117418 96,291
Construction in progress 2,396 7.619
* " Property and equipment; at cost ‘ . 200,640 254,788
Less: Accumniated depreciation (R6,387) (70,238)

' 204253 S 184,550

" - Property and cquipment, net S : $
: :

The carrying values of assets under capital lease were $15.4 million and $§2.3 million as of December 31, 2016 and 2015, respectively, which included accumulued
depreciation of $11.6 million and $10.5 million, respectively.
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6. Goodwiil and Intangible Assets

A summary i activity related o goodwili for the year ended December 31, 2016 follows {in thousands):

Balanco ui Decomber 31,2004 © 5 1,298,753
Acquisitions 113,812
 Divestitures T ) (8,399)
Purchase price adjusiments 3,761
Ralance at December 31,2015 ., 3 1,407,927
Acquisitions 147,895
" Divestitres L - ‘ (552)
Purchase price adjustments o ) {66)

Balance 4t December 31, 2016 . - $ - 1555204
R

Additians to goodwill inctude new acquisitions and incremental ownership acquired in the Company's subsidiaries. A summary of the Company's acquisitinns for the years
ended December 31, 2016 and 2015 is included in Nnte 3, Aequisitions and Developmenls.

The Company fests its gnodwill and indefinite-Tived intangible assets for impamnent annually, as of October 1, nr more frequenily it certain indicators arise. The Company
Teviews goodwill at the reporting unit level, which is defined as nne level below an operating segment. The Company has determined that it has five Teporting units, which include
the following; i} Surgical Facilitics 2) Aneillary Services, 3) Midwest Labs. 4) The Alliance, ineluding Optical Synergies and 5) Family Vision Care. When reviewing goodwill,
the Company compares the carrying value of the net assets of the repnrting unit to the estimated fiir value of the reporting unit. 1f the carrying value exceeds (he net present valuc of
the estimated discounted future cash flows. an impairment indicator exists and an estimate of the possible impairment loss is calculated. The fair vatue calculation includes multiple
assumptions and estimates, including the projecied cash flows and discount rates applied.

The Company peeformed its annual goodwill impairment assessment by developing a fuir valve estimate of the business enterprise as of October 1, 2016 using a discounted
cash flows approach, The resubts of the Company's fair value estimaie were corroborated using a market-based approach. The result of the Company's annual goodwill impainnent
testut October 1, 2016 indicated no impairment. There were also no impairment charges recorded daring the years ended December 31, 2015 and 2014,

A summary of the activity relaied fo intangible assets as of December 31, 2016 follows (ia thousands):

Physician Taial
Income Managemenit Nen-Compete Certilicates of Customer Intangible
Guaranices Rights Agreements Need Relationships Other Asscis
Balanee at December 31, L L

2014 $ 973" S0 24757 8 16,590 5 3n 8 6274 % 2,583 % 54,888
Additions 1,082 — ) 7,532 — — — 8.584
- Récruitment cxpense (813) L - ) — — — — {(813)
Amaonizalinn —_ {1,731y {5.55h) —-— (1,138) {47y (9,091)

Balance at December 31, S :

2015 $ 1212 % 23,026 % 18571 % 37 4936 % 2,112 % 53,568
Additinns 210 —_ 4025 69 — 450 4,754
Disposals - — — _— (22) (113) (135)
Recruitment expense (609 — — — — — (609)

_ Amortization — e {736 (6,139 — (1,2100 (470) {9,555)

Balance at December 31,

016 3 Bi3 Y 21260 % 16,457 8§ 3,780 % 31,704 5 1,979 &% 48,023

During the years ended December 31, 2016, 2015 and 2014, the Company had amortization expense of $9_6 million, $9.1 million and $5.2 million, respectively.
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A summary of the scheduled amortization related to the Company's finite-lived intangible assets as of December 31, 2016 follows (in thousands):

Amaortization of

Finite-Lived
Intangible Assets

20165, $ 9,042

2017 6923

2018: .. 6,393

019 4,023

2020054 - et LT B 2,960

Thereafier 14,660

:N‘i'lrc‘itiilf s S ' $ 44,001

7. Long-Term Dcbt
A summary nf long-term debl fullows (in thousands):

December 31,
2016 2015

120i4 Revolver Lon S : 5 85,000 $ 125,250
20114 First Lien Term Louns 912,000 R61,300
"2014 Seennd Lien Credit Agreement —_ 246,500
Senior Unsecured Notes 400,000 —_
Subordineted Notes . c ‘ 1,000 1,000
Notes payable and secured loans 7 42,521 40,615
‘Capital leasc obligations - o : 13.996 11316
Less: Unammrtized debi issuance costs amr:lrdiscoums {32.274) (30,622}
U Totaldebt RS N 1,442,243 1,255,359
Less: Curren malurities 27,822 27,247
 “Total long-term debt o ' $ 1414421 § 1,228,112

2014 Revolver Loan

The proceeds of the 2014 Revolver Loan (“Revolver™) may be used for working capital, acquisitions and develnpment activitics and general corporate purposes in an aggregate
prineipal amount at any time outstanding not to excesd $150.0 million and malures on November 3, 2019. On October 7. 2015, the Company eniered into an amendment to the 2014
First Lien Credit Agreement to increase certain lenders’” commitments under the Revolver from $50.0 millian to an aggregate principal amount at any time outstanding not to excecd

$150.0 million,

‘The Company has the oplinn of classifying borrowings under the Revolver as cither Altemate Base Rae ("TABR”) loans or Eurodollar ("ED") loans. The interest bas¢ rate on
an ABR loan is cquai to (he greatest of {a) the Prime Rate in effect on such day, {b} the Federal Funds Effective Raie in effect on such day plus 0.50% and {c) the ndjusted LIBO
Rate for u Eurodollar Borrowing with 2 one-month interest period plus 1.00%. In addition to the base rate, the Company is required to pay 2 3.25% margin for ABR loans. The
interest base rate on an ED laan is cqual to (x) the LIBO Rate for such Eurodollar borrowing in ¢ffect for such Interest Period divided by (y) One minus the Stamtory Reserves (if
any) for such Eurodollar Borrowing for such inferest peried. 1n addition to the basc rate, the Company is required to pay a 4.25% margin for E1) loans.

The Company paid $2.3 miltion in connection with obiaining the Revolver and recorded this amount as debt issuance costs, which is presented as ather assets, net of
accumulated nmortization of approximately $985.000 and $530,000, in the accompanying consolidated bulance shects as of December 31, 2016 and 2015, respectively,

The Company must also pay quarterly commitment fees of (.50% per annum of the average daily unused amount of the Revolver. As of December 31, 2016, the Company's
nvailahility on the Revolver was $61.9 million (including outstanding ictters ol eredit of $3.1 smillion).
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The credit agreetnent that governs the Revolver contains various covenants that include lienitations on the Company's indebtedness, liens, acquisitions and investments. It
additionally includes the requirement that the Company maintain a net leverage ratin within a specified range. At December 31, 2016, the Company was in compliance with the

covenants contamned in the credit agreement,

2014 First Lien Credit Agreement

The 2014 First Lien Term Laans (2014 First Lien™ is a senior secured obligation of Surgery Center Holdings, Inc. and is guaranteed on a senior secured basis by the
Cowpany and certain of its subsidiaries. The 2014 First Lien matures on November 3, 2020. On Mareh 24, 2016, Surgery Center Holdings, Inc. and certain subsidiaries of the
Company entered into an amendment to the 2014 First Lien to obtain an incremental scnior secured term loan in an aggregate principal amount of $80.0 million, which inercased the
1olal 1erm loan obligation under the 2014 First Lien to $950.0 million. The Company used the procceds of the ineremental term Joan o fund certain proposed acquisitions and for
other corporate purposes. On September 26, 2016, the Company entered imtd an amendment (o the 2014 First Lien to reduce the interest margins for an ABR [oan to 2.75% and for

an ED loan to 3.75%.

The Company has the option of elassifying the 2014 First Lien as either an ABR loan or an ED lnan. The interest hase mnte on an ABR loan is equal to the greatest of (a) the
Prime Rale in effect on such day. (b) the Federal Funds Effective Rate int effect on sueh day plus 0.50%, and (¢) the Adjusted LIBO Raie for a Byrodollar Borrowing with a one-
month interest period plus 1.00%; provided that the base rate shall not be Jess thim 2,00% per annum. In additinn (o the base rate, the Company is required to pay a 2.75% margin
for ABR Joans. The intceest base rate nn an ED Inan is equal to (x) the LIBO Rate for such Eurodoliar borrowing in effect fur such Inferest Petind divided by (y) One minus the
Stamutory Reserves (if any) for such Euredollar Borrowing for such imterest period; provided that the rate shall net be less than 1.00% per annum. in addition to the basc rate, the
Company is required to pay a 3.75% margin for ED loans. Acerued interest is payable in arrears on a quarterty basis. Within five business days after the earlier of (i) 90 days nfter
the end of each fisea! year or (i) the duie on which financial statements have been delivered, the Company is required to make mandatory prepayments in amounts caleulated in
accnrdance with the excess cash flow provisions of the 2014 First Lien Credit Agreement, There were no excess cash flow payments required ns of Decembet 31, 2016,

The credit agreement that gaverns the 2014 First Lien contains varinus covenants that include limitatinns on the Compuny's indebtedness, liens, acquisitions and investments.
At Deceruber 3, 2016, the Company was in comphiance with the covenants contained in the credit agreement. The 2014 First Licn is collateratized by subsinntially all of the assets

of the Cnmpany.
2014 Second Lien Credit Agreement

The 2014 Second Lien Credit Agreement {2014 Second Lien™), entered into on November 3, 2014, was prepeid in full on March 31, 2016 as deseribed below. The 2014
Second Lien was a senior secured obligation of Surgery Center Holdings, Inc. and was guaranteed on a seniar secured basis by the Company and ceriain of its subsidiaries.

On Octnber 6, 2015, we prepuid $243_5 million in principal, net of the writc-olT of discounts and issuance costs totaling $8.3 enillion, and $65,000 nf accrued interest on the
2014 Second Lien, Further, we incurred a prepayment penalty of 3% of the aggregate principal amount or $7.3 million. The write-off of the discounts and isswance costs, the
prepayment penalty as well as certain other costs are presented as a lass on debt extinguishment of $16.1 millian in the accompanying ennsolidated statement of operations as of
December 31, 2015, On March 31, 2016, the Company repaid the remaining pringipal of the 2014 Seeond Lien of $252.8 million with the procegds of the issuance of the Seniar
Unsecured Notes, definad below, of which $1,3 million was accrued interest. In eonnection with the prepayment, the Company incurred a loss on debt refinancing of $8.3 miltion
which included the write-o(f of lnan costs and the nriginal issve discount and a prepayment penalty.

Senior Unrecured Noter

Effective March 31, 2016, one of the Compariy's subsidiaries, Surgery Center Holdings, Ine,, issued $400.0 million in gross proceeds of senior unsecured notes due April 15,
2021 (the "Senior Unsceured Notes™). The Senior Unsceured Nates bear interest ot the rate 4 8.875% per year, payable semi-annually on April 15 and October 15 of each year.
The Senior Unsecured Notes are 4 senior unsecured oblipntion of Surgery Center Holdings, Lne. and are guoranteed on a senior unsecured basis by each of Sorgery Center
Holdings, Inc.'s existing and future domestie wholly owned restricted subsidiaries that gnarantees the Revolver and the 2014 First Lien.

The Company may redeem up to 35% of the aggregate principal amount of the Senior Unsecured Notes, at any time befnre April 15, 201 8, with the net eash proceeds of
cerlitin cquity offerings ata redemplion price equnl fn 108.875% of the principal amount to be redeemed, plus accrued and unpaid interest o, hutexcluding, the date of redemption,
provided that at least S0% of the aggregate principal amount of the Senior Unsecured Notes remain outstanding immediately after the occurrence of such redempiion and sucl
redemption nccurs within 180 duys of the date of the closing of any such qualified equity offering.

The Company may redeem the Senior Unsecured Notes, in whole or in part, at any time prior to April 15, 2018 at a price equal to 100.000% of the principal amount of the
notes redeemed plus an applicable mnke-whole premiun, plus accrued and unpaid interesy, if any, to, but excluding, the date of redemption. The Company may redeeny the Senior
Unsecred Nofes, in whale or in part, at any time on or oficr April 15, 2018, plus accrued and unpaid interest, if any, to the daie nf redemption plus a redemption price cqual fo a
percentage of the principl amount of the notes redeemed based on the following redemptinn schedule:
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April 15, 2018 to April 14, 20]9_ : o 106.656%
Aptil 15,2019 to April 14, 2020 ) 104.438%
100.000%

April 15, 2020 and thereafier

[f one of the Company's subsidiaries, Surgery Center Holdings, [nc., experiences a change in contro] under certain circumstances, it must offer to purchase the notes at o
purchase price equal to 101% of the principal amount, plus accrued and unpaid interest to, but exciuding, the date of repurchasc.

“The Senior Unsecured Nofes contain custemary affirmative and negative covenants, which smong other things, limit the Company's ability to incur additianal debt, pay

dividends, create nr assume liens, effect transactions with its affiliates, guarantee payment of certein debt securities, sell assets, merge, consolidate, enter into acquisitions and cffect

sal¢ and leaseback transactions.

In connection with the offering of the Senior Unsccured Notes, the Company recorded debt issuance costs of $8.4 millian.

Cther Debt Transactions

On January 27, 2014, the Company obtained $90.0 million in additional borrowings on the Credit Facilitics to return capital to sharcholklers, The Company recorded $1.4
million and $2.9 million as a reduction of the carrying value of the additional borrowings as original issue diseount and amounts paid 1o lender for debt related issuance costs,
respectively, which are accreted fo interest expense over the term of the loan. During the year ended December 31, 2014, approximately $380,000 was accreted 1o interest expense,
The $90.0 million in additional borrowiags, ineluding the related debt issuance costs, were included in the extinguishment of debt that was fimanced with the proceeds of the
Facilitics obtzined in connection with the acquisition of Symbion nn November 3, 2014.

Subordinared Notes

Effective Aptil L1, 2013, the Company amended and reduced the size of itz subordinated debt faeitity ("Subordinated Notes™) to $1.0 million from $53.8 million. Through a
separatc ransaction in Apeil 2013, HL.LG. Surgery Centers, LLC, an affidiate of the Company, purchased the Subordinated Notes from an independent third party. At Deceiber 31,
2016 and 2015, the debl is payable to H.LG, Surgery Centers, LLC. and mature on August 4, 2017, Effective Janaary 1, 2014, the Subordinaied Notes bear interest of 17.00% per

annuin,
Notes Payable and Secured Louns

Certain of the Company's subsidiaries have outstanding bank indebtedness, which is collateralized by the real estate and equipment owned by the surgical facilities to which
the loans were made, The various bank indebtedness agreements contain covenants to maintain eeriain financial ratios and also restrict encumhrance of asscts, creation of
indebtedness, investing activities and payment of distributioas. At December 31, 2016, the Company was in compliance with its covenants contained in the eredit agreement. The
Company and its subsidiaries had nntes paynble to financial institutioas of $42.5 million and $40.6 million as of December 31, 2016 and 2015, respectively.

Capital Lease Obligations

The Company is liable o various vendors for several equipment leases classifted as capitni Jeases. The carrying value of the leased assels was §15.4 million and §12.3 million

as of December 31, 2016 and 2015, respectively.

Matiritier

A summary of the scheduled maturities of our debt obligations as of December 31, 2016 Tollows (in thousands):

Capital Leasc Other

Obligations Long-Term Debt Total
2017 ) - - $ a60 s 22963 § 27823
2018 3952 22,07 26,028
2019 ' ' B 2,960 100911 103,871
2020 1535 908,458 909,993
2021 _ o o 633 402,219 402,852
Thereafter ) 56 3,894 3,950
" Total deht ' 5 13996 § 1460521 § 1474517

B. Opcrating Leases

“The Company leases office space and equipment for its surgical facilities, inciuding surgical facilitics under developrent. The lease agreements generally require the lessee, or
the Company, 1o pay alt maintenance, property taxes, utilities and insurance costs. The Company accounts for operating lease obligations and subleasc income nin a straight-line
basis. Contingent ohligatians of the Company, as defioed by each lcase agreement, arc recognized when specific contractual measures have been met, typically the result of an

increase ia

F-25




SURGERY PARTNERS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

the Consumer Price Index. [easc obligations paid in advance are recorded as prepaid rent and included in prepaid expenses and other current asscts on the conselidated balance
sheets. The difference between actual lease payments and straight-line lease expense over the initial lease term, excluding nptionat renewal periods, is recorded as deferred rent ind
included in other current liabilities and other leng-term liabilities on the consolidated balance sheets. As part of the Merger, the Company censed use of four of their eperating leases
and accrued a liability of 54.6 million, net of discounting and sublesse income during 2015. The Company expensed this through merger transaction and intcgration costs, as the
leases related to offices shut down in connection with the Merger.

The future minimum lease payments under non-cancellable operating leases, net of sub-lease income, follows (in thousands):

2017 , $ 46,517
2018 ' ' 42917
218 . e ) ‘ 39,181
2020 34,415
2021 : . ' 28,728
Thereafter ' 143,558
"' "Tofal minimun operating lease payments - o L - 5 335,316

Total operating lease expense was $47.3 million, $40.1 millian and 518.8 million for the ycars ended December 31, 2016, 2005 and 2014, respeetively. Included in these
amounts, the Company incurred icasc cxpense of $14.4 million, $12.9 million and $6.9 million far years ¢hded December 31, 2016, 2015 and 2014, respectively, under operating
lease agreements with physician investors who are related parties.

The Company has various sub-lease arrangements and the future minimum lease payments to be reccived under these non-cuneelbable arrangements are as follows {in

thousands:
2007 U IR $ 1,101
2018 1137
2019 el ‘ 658
2020 468
2021 - R | ‘ . _ 312
Thereafier 1919

o

. ifi:bml non-canéellable sub-lease income ., M 5,595
9, Earnings Per Share

The following is a reconciliation of the numerator and deneminator of basic and diluted earnings per share for the years ended December 31, 2016, 2015 and 2014 {in
thousands exeep1 share und per sharc amounts);
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Year Ended December 31,

2016 | 2015 2014
Numeratar: - " EREIRA : ‘ )
Net income (loss) attributable to Surgery Parmers, Ine. ¥ 6453 3 1420 § {65.897)
o g . . i :

Denaminater:

Weighted average shares outstanding= basic (D .. o 48,018,944 - .. 36,066,233 ©32,295,364
Effect of dilutive securities ' 171,794 1,398,154 —
Weighted average shares outstanding- dilded - -~ - S 48,190,738 ¢ . 37464387, - 732,295364
Earn_iﬁék {loss) persharer 0 T

Basic earnings (loss) per share 5 020 % 004 & (2.04)
Diluted carnings (loss) per share @ ¢ s 020§ C 004§ 09

Secuﬂtiés_outslanding not inéiudéﬁd‘ivﬂ"the ;:s;;nputx.itlon of diluted loss
per share as their effect is an fidilutlve; . .=~ .

Stock options ) — ) )
Restricted shares Ce 7 — ﬁ — 1,386,805

1) Effect ofthe Renzganization has heen retrospectively spplied 1o all perinds presented.
1) The impact of potentially dilutive sceuritics for the year ended December 31,2014 was not eonsidered because the effect would be anti-gilutive in each of thnse periods.

10. Income Taxes and T'nx Receivable Agreement

As part of the Reorganization that was effective September 30, 2015, the Company entered into a Tax Reccivable Agreement (“TRA") under which generally the Company
will be required 1o pay to its stockholders as of immediately prior to the [PO 85% of the cash savings, if any, in U.S. federal, state or logal tax that the Company actually realizes (or
is deemed to realize in eertaio circumstances) as a result of (i) certaio tax attributes, ineluding NOLs, capital losses, eharitable deductions, aliernative minitmm tax credit
carryforwards and fideral and state tax eredits of Surgery Pariners, Inc. and its atfilistes retating lo laxable years ending on or before the date of the Reorganization (caleulated by
assuming the laxable year of the relevant entity closes on the date of the Reorganization) that are or become availahle to the Company and its wholly-owned subsidiaries as a result
of the Reorganization, and (if) fax benefits attributable to payments made under the TRA, together wilh interest acerued at a rate of LIBOR plus 300 basis points from the date the
applicable tax retum is due (without extensian) until paid. The Company expects the payments it will be required to make under the TRA wilt be substantial.

The umounts payable under the TRA will vary depending upon a number of factors, ineluding the amount, character and fiming of the taxable income of Surgery Partners, Inc.
in the future. The Company estimates the total amounts payable 1o be approximately $123.3 million, if the tax benefits of related deferred tax asscts are ultimately realized. Of the
total amouot payable, the Company expects to pay approximately $1.0 million of the liability during the ycar ending December 31, 2017.

The Company and its subsidiarics file a consolidated federal incomc tax return. The parmerships, Limited liability companics, and certain non-consolidated physician practice
corporations file scparate income fax retums. The Company's atlocable portion of each parmership's and limited liability eompany’s income or loss is included in taxable ineome of
the Company. The remaining income or loss of each partnership and limited liability company is allocated 10 the other owners.

The Company, or ooc or more of its subsidiaries, files income tax retums in the U.S. federal jurisdiction and various state jurisdictions, With few cxceptions, the Company is
no longer subject 1o U8, federal income tax examinations for years prior o 2013 or state incoine tax examinations for years prior to 2012,

The Company made income tax payments of $661,000, $1.1 million and $676,000 for the years ended December 31, 2016, 2015 and 2014, respectively.
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Income tax expense (benefir) is comprised of the fotlowing (in thousands):

Year Ended December 31,

2016 2018 2014
Current:

' #Federil RN $ Gl s — 5 —
Staie 244 909 1,669

Deferredt ‘ :
Federal 7.326 (132,31h 13,235
" State . (444) - {17,580} 854
Total income tax expensc (benefit) 3 7,005 % (148,982) S 15,758

A reeoneiliation of the provision for income 1axes as Teported in the consolidaled statements of operations and the amount of income tax expense (benefit) eomputed by
multiplying consolidated income (loss) in each year by the U.S. federal statutory rate of 35% follows (in thousands):

Year Ended Decemher 31,

2016 218 2014
‘Iax expensc (benefit) at U.S. federal statutory e i a o s 32,263 S (26,648} 5 (3,840).
State income tax, net of U.S. federal tax benefit (86) 1.059 1,402
Changc in valuation allowance ’ Do 354 {137,721) 29,336
LXpll’iil!Ol’l of careyforwards and stock option forfelturcs _— — 1,286
'th income ntiributable to non-controlling mwm«;m ' (26.,470) (24,996) (13,207).
Changes in measureiment of uncertain tax posntmns {262) {I®) 589
Stock option compensation S o ) {200) —_ —
Nondeduetible iransaction costs — 3442 4,230
Tax return reconeiling differences 1,635 (1,574) (4,419}
Change in cffective tax rate — (2,143) _
TRA liability S @321 39.428 -
Other 188 181 381
' Total income tax expense (benefil) s 7,005 8§ (148.982) § 15,758
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The componenis of temporary differenees and the approximate tax cffects that give rise to the Company’s net deferred tax asset are as foliows (in thousands):

December 31,

2016 2015
Deferred tax nssets:
7% Medital inalpractios lisbility s T s 4104 5 L 869
Acerued vacation and incentive compensation 1.H2 2,212
- Net operating loss carryforwards T : 158,796 146,663
Allowance for bad debts 8.343 1,846
:"":".'éﬁpi‘iﬁl' loss dunﬂowm‘ds o R 2,785 2,052
Deferred rem 1.371 2,288
‘ :Zlifpéb:;;:iaﬁon on property and cquipm&nt S ' _ ) : . 53 ’ -
Deferred financing costs — 3,083
CUTRAMebily o < - . 4542 2750
Other deferred assets - 4879 3,286
Total gross deferred tax asscts S ' 186,552 165,049
Less: Valuation atlnwance (7.358) (6,949)
0 Tl deferred tak assets o 179,194 158,100
Deferred tax liabilities: 7
:_ _ Deferred financing Costs SRS ‘ ] (8797 —
Depreciation an property and equipment ) — (806)
Amortization of intangible asscts R ‘ (15,241) (16,083)
Basis differcnces of partnerships and joint ventures (68,160) (46,454)
. Other deferred lizbilities o S (3.203) (612)
Tolal defirred tax linbilities ' {95.401) (63,993)
T Net deferred tax assets S s 8.793_ S 54,105

The Company had federab act operating loss carryforwards of $390.6 million as of December 31, 2016, which expire between 2025 and 2036 and state net operating loss
carryforwards of $542.7 millian as of December 31, 2016, which expirc between 2017 and 2036. The Company had capital loss carryforwards of $7.4 millien as of December 31,
2016, which cxpire between 2018 and 2021, The Company had federal and state eredit carryforwards of $714,000 as of December 31, 2016. The federal credits do not expire, and
the stat credits cxpire between 2017 and 2028,

The Company has recorded a valuation allowance ngainst defesred 1ax assets at Decomber 31, 2016 and 2015 tomling 37.4 million and $6.9 million, respectively, which
represents an increase of $500,000. The valuaifoa allownnce continues to be provided for eertain deferred tax assets for which the Company believes it is morte likely than not that
the tax benefits will not be realized, which are primarily ceriain sfate net operating losses aad capital loss carryforwards.

Tocluded in the increase in the valuation allowance for the year ended December 31, 2016 was an increase of approximately $336,000 that was recorded to additional-paid-in-
capital ss the result of the tax effect of the disposals of shares of nancontrolling interests. Approgimately $2.4 million of the valuation allowance as of December 31, 2016 is
recorded against deferred tax assets that, if subsequently recognized, will be credned directly to contributed capital.

A reconeiliation of the beginning and ending liability for gross unrecognized tax benefits for the years ended December 31, 2016 and 2015 is as follows (in thousaods):
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Year Ended December 31,

2016 2015

Unrecognized tax bencfits af beginning of year ' $ 1403 § 2,755
Addiriens for tax positions of pricr years _ 60 136
Reductions for tax positions of prior year S . (398) (996)
Seitlements {4 {402}

5 1,061 8 1,403

Unrecognized tax benefits al end of year i

The Company recognizes interest and penalties related to uncertain tax positions in its provision for income taxes in the consolidated statements of opermions. For the years
ended Decemnber 11, 2016 and 2015, the Company had approximaiely $163,000 and $322,000, respectively, of accrued interest and penalties related to uncertain tax positions. The
total amoun of accrued liabilitics refated © uncertain tax positions that would affect the Company's effective tax rate, if recognized, is 309,000 as of December 31, 2016, The
roserves are included in long-lerm taxes payable and long-term deferred tax assets in the consolidated balnce shect as nf December 31, 2016,

11. Equity-Based Compensation

Prior to the Reorganization, the Surgery Center Holdings, LLC’s ("Holdings LLC™) Amended and Reslated Limited Liability Company Agreement, datedt December 24, 2009,
provided, frnm time to fime, as approved by the Holdings LLC's Board, for the issuance of a subordinate elass of the Holdings LLC's nonvoting membership units to certain key
persons, s defined, of the Company or jts subsidiaries.

In April 2013, the Company modified the terms of the 2010 awards to allow for additional vesiing in 2003 nf its share-based awards with time-vesting conditions. In
November 2014, the Holdings LLC issued fo ceriain executives of Symbion who became employees of the Company following the Company's acquisition of Symbion an
additionn! 1,300,000 unvesied B-Units, which are subject to vesting eonditions to occur through November 2019.

Prior to the Reorganization, in the event of employee terminittion, the B-Units were subject o 2 90-day repurchase uption. Upon termination, all unvested B-Unils were
effectively forfened. If the cmployee was terminated for cause, us defined, or resigned prior 1o the expiration of eertain tenure periods specified in such cmployee™s agreement, the
repurchase price for each vested B-Unit was 2ero, and was deemed automatically repurchased by the Cnimpany. The repurchase price for vested B-Units, shnuld the Company elect
10 exercise the repurchase option, was at fair market value, as defined. If the Company did not exercise the repurchuse option, the cmployee owned the vested B-Uniss pursuant 1o
the Holdings LLC's LLC Agreement, which included restrictions on transfer, among other provisions, The fair value of each Holdings LLC issued B-Unit was estimated on the date

of grani,

In September 2015, the Company adopted the Surgery Partners, Inc. 2015 Omnibus Incentive Plan {2015 Omnjbus incentive Plan™) from which all equity-based awards will
be granted. Under (his plan, the Company can grant slock options, SARs, resiricted stock, unrestricted stock, stoek units, perfarinance awards, cash awards and nther awards
convertible into or otherwise based on shares of its common stock. As of December 31, 2016, 4,815,700 shares were authorized 1o be granted under the 2015 Omnibus Incentive

Plan and 4,311,816 were available for future equity grants.

Eguity Valuation

la applying the Black-§ choles-Merton nption pricing model, the Company used the following assumptions:
« Risk-free interent rate. The risk-free interest rate is used as a component of the fair value of stock options to take into account the lime value nf money. For the risk-free
intcrest mte, the Company uses the implied vield on Uniled States Treasury zero-coupon issues with a remaining ferm cqual to the expecled life, in yecars, of the oplions
pranted,
« Expecied volatifity. Volatility, for the purpose of share-bnsed compensation, is 4 measurement of the amount that a share price has flucruated. Expected volaiility involves

reviewing historical volatility and determining whai, if any, change the share price will have in the future. The Company used histnrical stock price information of certain
peer group companies for a period of time equal to the expected option life period to determine estimated volatility.

« Expecied fife, in pears. A clear distingtion is made between the expected 1ife of an option and the contractual tem of the opiion. The expected life of an option is
considergd the amoun: of time, in years, hat an option is expected 10 he outstanding before it is excreised. Whereas, the comractual term of the stock option is the term an
option is valid before it expires.

» Expected dividend yieid. Since issuing dividends will affect the fair value of a stock option, GAAP requires companies 10 estimate future dividend yiedds or paymenls.
The Company has not historically issued dividends and does notintend to issue dividends in the future. As a result, the Comnpany does not apply a dividend yield
component to its valuation.
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The following table sets farth the assumptions used by the Company 1o estimate the fhir value of options granted under the 201 5 Omnibus Tncentive Plan:

Expected volzilty. 1 . 2005 - 43%
Risk-free intcrest rate (1,54% - 1.36%
Expccwd divi&ends E —
Average expected term (years) 2.56
Fair value of stock options granted ™ . ' : $2.64 - §5.74

The estimated fair vaiue of options is amortized to expense on a straight-line basis over the options” vesting period.

Stock Opdon Activity

A summary of stock oplion activity during the year cnded December 31, 2016 is as follows:

Weighted Aversge Exercise  Welghted Average Remaining

U OF the putstanding options, 2,829 were exercisable as of December 31, 2016,
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Options Price Contraetunl Term (years)

Ouistanding al December 31,2014% . & . = o
Graned 8448 8 20,03 30
Exervised S —

Forfeited —_

Outstanding at December 31, 2015° . B4R8 S 20,03 30
Granied T 7.779 17.99 16
Exercised - B S -

Forfeited —
Oulstanding at December 31, 20060~ ‘ 16267 § 19.05 18
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Restricted Shave Activity

All units and per unit amounts in thesc consolidated financial statements and nofes o the consolidated financial statements reflect the Reorganization that occurred in Seplerber
2015 (see Note 1). A summary of issued restricted stock activity for the years ended December 31, 2016, 2015, and 2014 fallows:

Weighted-Average Grant Fair

Total Shares Vested Shares Unvested Shares Value
Outstanding at January 12014 T ¥ < Y- 7 1.788,780 1,445,884 $0.81
Granted 5%3.404 — 583,404 6.44
Y Forfefted Terminatcd R (22 ) — C(127,582) T
" Purchased O (303,336) (803,336) — 3.64
S N Rt - ES964 L (659.641) S U
Outstanding at December 31, 2014 2,887,150 1,645,085 1,242,065 $1.96
CGranted T EET L sk - 569,114 ' 6.31
Forfeited/Terminated - — — — —
| Puchesed R ( £ oy — o 631
Vst ' B — 1,643,525 {1,643,525) 3179
Oustnding at December 31,2015 . 3444522 3276868 167,654 §253
Granted 384,629 — 384,629 _ 15.09
U Forfeiled/Terminaed (53003 - - C(53009) S 1185
Purchased o - — —_ —
[ vested e 37,078 (37,038) ‘ 63l
Outstanding a December 31, 2016 3,776,148 3,313,906 462,24 $3.72

At December 31, 2016, unrecognized compensation cost related to unvested shares was approximately $4.7 millien. Unrecognized compensation cost wiil be expensed
annually based on the number of shares that vest during the year.

Employees furfeited 53,000, zero and 128,000 unvested shares as of December 31, 2016, 2015 and 2014, respectively, related to their termination.

The Company recorded compensation cxpense of $2.0 million, $7.5 millien, and $942,000 o recognize the fair value of the restricted shares that vested and siock options
granied through Decemnber 31, 2016, 2015, and 2014, respectively. In connection with the 1PO. 1,632,626 restricted shares immediately vested which resulted in accelerated vesting
of $6.2 million which is included within the $7.5 million of equity-based compensation expense for the year ended December 31, 2015,

12. Employce Benefit Plans
Surgery Parters 401(k) Plan

The Surgery Partncrs 401(k) Plan is a defined contribution plan whereby certain employees who have completed at least one month of service, including at least one hour of
service during that period of time, are eligible to participate, Employees may enroll in the plan immediately upon completion of the minimum service requirement. The Surgery
Partners 401 (k) Plan allows eligible employees to make contributions of varying percentages or flat dollar amounts of their annual compensation, up to the maxinum allnwable
amounts by the Iniernal Revenue Service ("IRS"). Eligible craployecs may or may not recéive a mateh by the Company of their coniributions. Employee salary deferrals exceeding
six percent of annual compensation are incligible for a Company matehing centribution. Employer contributions vest 20% aftcr one year of service and continu¢ vesting at 20% per
year until fully vested.

The Company'’s matching contribution expensc for both the Surgery Partners 401(k} Plan and the Symbion, Inc. 401(k) Plan for the years ended December 31, 2016, 2015 and
2014 was $5.1 miltion, $2.2 million and $754,000. respectively.

Supplemental Executive Retiremeni Savings Plan

In conneetion with the Symbion acquisition, the Company aequired and eontinues to maintain a supplemental cxeentive retirement savings plan {the "SERP"} for certain former
Symbion executives. The SERP provides supplemental retirement savings alternatives to eligible officers and key employees of the Company by allowing participants to defer
portions of their compensation. Under the SERP, eligible employees may enroll in the plan before Decernber 31 to be entered in the plan the following year. Eligible employees may
defer into the SERP up to 25% of their normal period payroll and up to 50% of their annual bonus. 1f the enrolled employee contribules a minimum of 2% of his or her
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base salary into the SERP, the Cotnpany will contribute 2% of the enrolled employee’s base salary to the plan and has the option of contributing additional amounts. Periodically,
the enrolled employee's deferred amounts are fransferred to a plan administrator. The plan administrator maintzins separate non-qualified accounts for each cnrolled employce to
wrack deferred amounts. On May | of each year, the Company is required fo make ils eontribution to each enrolled employee's account. See Note 2 on Significant Accounting
Palicics for information about the fair value of the assets and liabilities in the SERP.

13. Related Party Transactions

On December 24, 2009, the Campeny and Bayside Capital, Inc. (or "Bayside"), an affiliate of H.L.G. Capital, LLC {or "H.1.G."). entered into a Management and Invesment
Advisory Scrvices Agreement ("Management Agreement”) pursuant to which the Compaay will reccive ceriaia management, eonsulting and finaneial advisory services. Effective
May 4, 2011, the Management Agrectuent was amended pursuant to the NovaMed merger and the managemeat fee was increased to $2.0 million annually. The Campany
recognized $2.0 million tor the year ended December 31, 2014 related to the Management A greement. Effective November 3, 2014, the Management Agreement was nmended
pursuant to the Symbion acquisition and the management foe was increased to $3.0 million annually. Fees related 10 the Management A groement for the years ended December 31,
2015 and 2014 are recognized as general and administrative expense in the accompanying consolidated statements of operations. Additionally, the Company ineurred additioaal
advisory focs rlated 1o refinaneing transactions of $17.6 million for the year ended December 31, 2014, During the year ended December 31, 2015, Bayside was paid o transaction
fee pursuant tn the Management A greement of $5.4 million as & result of the [PO and the Managcment A greement was terminated upon the completion of the IPO.

14, Commilments and Contingencics
Lease and Debt Guaruntees af Non-Consolidated Focifitics

As of December 31, 2016 and 2015, the Company had guaranteed approximaicly $12.000 snd $160,000, respectively, of operatiag lease paymenls for certain non-
consoliduted surgical facilivies that wete acquired in connection with the Symbion transaction, These operating leascs typically have ten-year terms, with optional renewal periods.

Professional, General and Warkers' Campensation Liabifity Risks

The Company is subject to claims and legal actions in the ordinary course of business, meluding elaims relating to patient treatment, employment practices and personal
injuries. To cover these claims, the Company maintaing general Liability and professional fiability msurance in excess of self-insured retentions through third party commercial
insuratice carricrs in amounts that management belicves is sufficient for the Company’s operations, although, potentially, some claims may exceed the scope of coverage in effect.
The professional and geaeral iasurance coverage is on a claims-made basis. Workers' compensation insurance is on an occurreace basis. Plamtiffs in these matters may request
punitive ar otiter damages that may not be covered by insurance. The Company is wol wware of any such proceedings that would have n material alverse effect on the Company's
business, financial condition or results of operntians.

Laws and Regalations

Laws and regalations goveming (he Compeny's business, including those relating to the Medicare and Medicaid programs, arc complex and subjeet to interpresatinn. These
faws and regulations govern every aspeet of how the Conpany’s surgienl facilitics conduct their operations, from licensing requirements to how and whether the Cnmpany's
facilitics may reccive payments pursuant {o the Medicare and Medicaid programs. Compliance with such laws and regulations can be subject io ulure governmen! agency review
and interpretation as well as legistmive changes 1o such laws. Noncompliance with stich laws and regulations may subject the Company to significant regulatory action including
fines, penulties, and exclusion from the Medicare, Medicaid and other federal healtheare programs, From time 10 time, govemmenial regulatory agencies will conduet inquirics of the
Company's practices, inefuding, but not limited to, the Company's compliance with federal and state froud and abuse laws, billing practices and relattonships with physicians. it is
the Company's current practice and future intent to cooperate fully with such iaquirics. The Company is not aware of any such inquiry that woultt have a matcrial adverse effect on
the Company's husiness, financial condition, or results of operations.

Acquired Facifities

The Company, through its wholly-owned subsidiaries or controlled partnerships and limited liability companics, has acquired and will continue o acquire surgical facilities
with prier operating histories. Such facilities may have unknown or eoniingent liabikities, including Habilities for failurc to comply with healthcare laws and regulations, such as
billing and reimbursement, fraud and nbuse and similar anti-referral laws. Although the Company attempts 1o assure that no such liabilities exist, oblain indemnificatinn from
prospective sellers covering sueh matters and institute policies designed to conform centers 1 its standards following completion of acquisitions, there can be no assurance that the
Company will not become liable for past activitics that may later be asseried to bc improper by private plaintiffs or govemment agencies. There can be no sssurance that any such
matter will be covered by indemoification or, if covered, that the liability sustained will not exceed contractual limits or the financial capacity of the indemnifying party.

The Company cannot prediet whether federal or state statutory or regolatory provisions will be enacted that would prohihit or otherwise regulate relatioships which the

Company has cstablished or may establish with other healthcare providers or have materially adverse effects on its business or revenues arising from such futore actions.
Management believes, however, that it will be able to adjust the Company's operations s0 as 1o be in complianee with any statutory or regulatory pravision as may be applicable.
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Potential Physician Investor Liability

A majority of the physician investors in the parmerships and limited liability companies which operate the Company's surgical facililies carry general and professional linbility
insurance on a claims-madc basis. Bach partnership or limited liability company may. however, be linble for damapes to persons or property ansing from occurrences at the surgical
facilities. Althouph the various physician investors and other surgeons pencrally are required to obuwin generat nnd professiona! liability insurance with tait coverage that extends
beyond the period of any claims-made policies, such ndividuals may not be able obtain coverage in amounts sufficient 1o cover all potential liability. Since most insurance
policies contain exclusions, the physician investors will not be insured against all possible occurrences. In the event of an uninsured er underinsured loss, the value of an investment
in the parnership interesis of limited liability company membership units and the amount of distributions could be adversely affected.

Contingent Consideration

Pursuant tn a purchase agreement dated December 24, 2009 (“the Purchase Agreement”), the Company acquired controlling interests in thirty-six business entities in various
Florida Jocations which operate fresstanding ASCs and provided anesthesia and pain manugement services (“the 2009 Acquisition”). Noa-conmolling interests in the ASCs were
owned by certain physicians that remained parmers/members in the ASCs and other operating entilics.

The Purehase Agrecment provided for maximum potential contingent eonsideration of up to $10.0 million based on operating results subsequent to the aequisition for the
period from January [, 2010 to December 31, 2010. Pursuant to the Purchase Agreement, the contingent consideration is payable as principal under a Subordinated Promissory
Noie, the form of which was delivered congurrent with the Purchese Agreement. The balance is still owistanding due to ongoing fitigation as a result of the eivil elaim discussed in
detail below. The Subordinated Promissory Notc bears interest at 8% and during the years ended December 31, 2016 and 2015, the Cnmpany recorded approximatcly $1.1 million
and $1.0 million, respectively, of interest expense related to the note. As diseussed below, the Compuny has made indemnification clains against the Sclter exceeding the amount af
the contingent consideration liability. The Company has a contractual right of offset against the contingent consideration,

In conjunction with the 2009 Acquisitian, an escrow account in the amount of $2.9 million was created lo cover any contingencies. With the formation of this escrow account,
the Company was indemnified against certain indernification obligations. In 2010, $585.000 was paid to the Company in scitlement of the acquisition price adjustment noted
above. [n Decemher 2010, the Company filed an indemnification claim against the Seller alleging breaches of and inaccuracics i representations and warranties included in the
Purchase Agroement. Pursuant to the Purchase Agreement, the escrow agent has aot paid the remaining escrow funds duc to the unreselved claim associated with this acquisitian.

Pursuant to the {erms of ihe Purchase Agreement, in December 2010, the Campany filed a claim for indemnification from the Scelter far reimbursement of amounts to be repaid
1o payors for overpayment amotats received by the Sefler prior to the date of acquisitian, jacluding other losses sustused, and submitted a withdrawal notice ta the eserow agent in
the amount of approximately $4.4 million. The indemnification eleim asserts, among other allegations, that ccriain operating entities acquired from the Setler improperty recorded
payments received from certain payors as income and that one acquired emity used improper billing, coding and collection practices for dates of service prior to acquisition date. The
Seller subimitted an objecting 1o this elaim and filed a civil claim requesting ihe court to dismiss the Company’s elaim and release funds out of escrow,

Subsequent i the acquisition date, the Company determined the acquired accouots receivable were not properly recorded at the net reaizable value of the asset The Company
determined the fair value assigoed in the initial acquisition accounting resutted in accounts reeeivable being recorded at an amount which was approximately $14.0 million in ex¢ess
of the fair value. On June 10, 2013, the court issued a judgment in favor of the Company regarding its indemnification elaim and its elaim regarding the overstatement of necounts
receivable. Specifically, the court ruled that the Company is emitled to recover appraximately $454,000 for the indemnificatioo clains which represents the nmount of the original
claim less the application of deduetibles. The court also ruted that the Company is entitled o receive appreximatety $10.8 million for the overstated net nocounts receivable, The
Purchase Agresment provides for any award of damages 10 the Company to be effset first by the money in the escrow account and then: hy an offset 10 the contingent coosideration.
Therefore, the taurl ordered that the funds in the escrow account be paid to the Company and the balance of approximately $8.3 million be offsct agaimst the §$10.0 millian
contingent consideration. To date, no final judgment has been made regarding the award of atlorneys® fees and interest.

Following e judgment noted above, an appeat was filed by the Seller. and a cross-appeat was filed by the Company and, in December 2016, the appeals court found in faver
of the Company that the trial court crred in caleulating damages in the final judgment, in failing 10 award prejudgment intercst on the liquidated damages, and in failiog to award the
appellees an offset of their casts and fees ineurred in this litigation against amounts owing pursuint to the earnout note, a5 well as dismissing the argumeats raised by the Selter in
its appeal as without merit, The parties have since agreed to mediate the dispute and mediatian is currently scheduled to begin on April 20, 2017. The furds from the escrow account
have not been released 1o the Company but based on the court order, the Company has removed the contingent coosideraiion liability and indemnification receivable on its
consolidated balance sheels at December 3, 2016. Both amounts were written off to a gain on liligation setilement of $14.1 million on the consolidated statement of operations.
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15. Segment Reporting

A public company is required to repost annual and interim financial and descriptive information about its reportable operating segments. Operating segments, es defined, are
components of an enterprise sbnut which separate finaneial information is available that is evaluated regularly by the ehicf nperating decisinn maker, or "CODM," in deciding how

to allocate resoueees and in assessing performance.

The Company aperates in three major lines of busincss that are also the Company's reportzble operating segments - the operation of surgical facilitics, the operatian of aptical
services and the operation of aneillary services, which includes physician practices, a diagnostic laboratory and 2 specialty pharmacy.

During the sccond quarter nf 2016, the Company reassessed its segment reporting and realigned the disclosures o reflect the review and decision making made by the CODM.

The purpose of these ehanges was to replace operating income with adjusted EBITDA as the primary profitloss metrie reviewed by the CODM in making key business decisions
and on allocation &f resources. The Company has revised the segment disclosures below (8 replace operating income with adjusted EBITDA and has provided a reconciliation rom
adjusted EBITDA back to nct income in the reported condensed consolidased financial information, These changes had no effect on the Company’s repartable segments, which are
presented consistent with prior periods.

The following tables present financial information for each reportable segment (in thousands):

Year Ended December 31,

1016 1015 2014
Net Revenues:
Surgical facility serviees ) $ 1,042,007 § BE4.144 S 339,300
Ancillary services 90,836 61,175 49,787
Optical services 12,505 14,572 14,193
Total revenuies _ b3 1,145438  § 959,891 3 403,289
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SURGERY PARTNERS, INC,
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

Year Ended December 31,

2016 2018 2014

Segment Adjus;ed EWBI'I:DA ‘ )
Surgical facility services s 214218 8 180113 § 83,149
Ancillary sefvices - » ) 12685 18,715 8354
Opical serviees ' 3,308 3,905 3,880

; Tota} scgment adjusied EBITDA'® - s 230211 § - 202,73 § . -, 105383
General and administrative éxpetises . s (60,246) § (55992) § . (31452)
Non-cash stock compensation expense 2,021 7,502 942
Coﬂﬁrlgcnl acquisition eompensation 'ﬁxpcr_nsc i 5,002 - —
Management fee (® — 2250 2,161
Acquisition related costs -, 2,185 1,560 —
Total adjusted EBITDA 1% ' 179,263 158,053 77,034
Nel income attributable to nlonl-mﬁ;mlling tnterests 75,630 71416 38,845
Depreciation and amortization .~ - (39.551) {34.545) {15,061
interest and other expense, net (100.571) (100,980 €62,101)
income tax (expense) benefit . . ) (7,005 148 982 (15,758)
Non-cash stock compensation expense €2,021) (7.502) (942)
Contingent a!:.qui.sition compeﬁéé‘@i_@n cxpéﬁgp 7 7 (5,092) —_ —
Tenninalion of management agreement and IPO eosts — (5.R34) —
Management fee 0 _ _ Co — (2.250) 2.161)
Merger transaction, integration and p:;acticc acquisition costs 5 (11817 {20.579) (21,690)
Gain on liigation senl;zmpnt S 14,101 — —
(Loss) gain on disposal ot impairment of leng-lived asscts, el {2,355) 2,097 (1,804)
Tax receivable agreement expense - 3733 (119.941) -
Loss on debt refinancing 7 {11,876) (16.102) {23,414)

- Totl net income loss) . - _ $ 85083 §. 72845 8 (27,052)

03 The ebrve tabie reconeiles sdjusted EBITDA by scgment to nct inceme a¢ reficeted In the lited condensed ¢ tidared st of operalions.

When the Company uses the tenn “Adjusted EBITDA,™ i is referring to net income minus () net income artsihutahle 1o non-conlzolling interesia plus (b} iecomo tax [benefity cxpense, j€) incerest and nsher
sancnac, net, (d) deprecistion and emortizatian, (¢) terminetion of inauapemcns agreement and 1PO cosis, [f) management fee, (i) sesger imnsaction. inwegratinn and pructice scquisition ensts, (hynnn-cash stnek
compensation axpenac, (i) 18ss on debs refinencing, (] contingent sequisitian compensetion expense. (k) tax reecivable agreement expense. th) gnin nn iigatian settlcoent and [m) tloss) gein en dispossl or
impnimicni nl jongdived asscts. Non<nntroiling interests represcnt the interests ofthind parties, such es physicians, snd in gnine eases, heaithcare sysiems thal nwn an intarest in surgica! Mcilities thed the
Company consoiidates Tnr financiei reporting purpases, The Company's sperating sirmegy is 10 epply # market-based approach in structuring its parinerships with individual marken dynamies driving the
steugture. ‘The Company helivves it i i hel plul t investors 1o present Adjusicd EBITA ns delined shave berause ii exchwdes the pastinn of net income wtributahicto these third-parly inieresds and ciorifics fur
Hvestars the Company's partion of Adjusted EBITDA genemted hy jix sirgicai fciiilivs snd otheroperations,

The Company waet Adjusied ERITTIA Bs a meeawre of liquidity. It i ineluded hecense the Compan y beiieves iha it provides investors with additinng! infornation ahout its ability inineurand service debs and
make eapitel expendires.

Adjusied EBITDA is not e measurement af finoncial performonce of liquidity under GAAP. i should nat be eonsidered in lsolation or as a substitusc for net income, operating income, cash Raws from operating,
investing or fineacing activitics, or any other meas ure calcuinted in ncevrdanee with genemlly nccepted accounting prisciples. The iteins exciuded fram Adjusicd EBITDA are significant compeeents in
understand ing and cvijusting Roancint performance and Hquidity. The Compaay's caleulntion of Adjusted ERITDA may nat be comparabic Ln similariy titied measures reported hy athercompanies.

) Fea payahle pursuant the Menagement and Investiment Advisory Services Agreement between the Compiny and Beyside. which was teminated in connection with the Company's IPO,

)This amount Includes merger transechion and iotegration costs of 8.7 miltion and $17.9 million forshe vears ended December 37,2006 and 2015, respeetiveiy, and praclice acquisition costs of 2.9 million nod $2.7
millioo forihe years ended December 31,2016 and 201 5, respectively,
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SURGERY PARTNERS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — CONTINUED

December 31,2016 December 31, 2015

Assets:
Surgical facility services $ 1914842 S 1,762,396
Ancillary services 184,002 118,198
Optical services 22,478 _ -25,537
Total $ 2121322 § 1,906,131
General and administrative b3 IR3.636 5 198,312
“ ' Tota bssets S . 2304958 § - .. 2,104,443

Year Ended December 31,
2016 2015 2014

Supplem'cntai Information: o _-_ .

Cash purchascs of property and equipment, net:

" Surgical facility servioes - . - 29,157 § 6,723 8 5158
Ancilary servieess 5,388 1,051 1.034
Optical éervices 350 128 335

Talal 34,856 § 21902 5 6,527
General ond administrative 4213 3 5537 % 1,209
Total cash purchases of property ard equipment, net $ 39,109 ° $ 33439 § 7,736

16. Quarterly Finaneial Information (Unoudited)

“The following tables include a summary of certain information related to the Company's quarterly consolidated resutts of operations for each of the four quarters in the years
ended December 31, 2016 and 2015, The amounts are as follows (in thousands and unaudited):

Fiscal Quarter
) 1Q16 1016 3016 4016
Revenues . N ) i 267,074 289,681 282,682 306,001
Cost of revenues 196,703 208,852 201,394 214,247
Net income o 10357 22,263 14334 . 38100
Nct income attributable to non-controlling imlerests 7 (17,547) (20,173 (]6.672)7 (2£,238)
Net (idss) iocome attribuiable lo Surgery Parters, Inc. . Lo Cml0) 2,120 (2,338) 16,862
Basic net (loss) income per share of common stock (0.13) 0.04 (0.05) ' 0.35
Diluted nét loss) income per shre common siock (013) 0.04 0.05) 03s
Fiscal Quarter
e 1Q15 2Q15 k101 Q15
Revenues o 224,143 232,827 239,599 263.322
Cost of revenucs 155,773 161,558 168,821 183,174
Net income - 10,488 12479 - 13,784 36,094
Net income attributable to nen-controlling interests (17.250) (17.905) (16,906) (19,335)
Vet (loss} income atributable to Surgery Partners, lnc. (6,762) (5.426} (342 7 16739
Basic net (loss) income per share nf common stock {0.21) (0.17} (0.10) 0.35
Dilited nét (loss) incbme per share commion stock:, - - 020 .17 (@10 0.35

F-37




SIGNATURES
Pursuant to the requireinents of Section 13 or 15(d) of the Sccurities Exchange Act of 1934, the Registrant has duly caused this repont 1o be signed on its behalfl by the
undersigned, thereunto duly antherized.

SURGERY PARTNERS, INC.

By: /&M Doyl
Michaet T. Doyle
Chief Execaive Officer
{Principal Executive Officer)

Date: March 10, 2017

Pursuant to the requirements of the Securitics Exchange Act of 1934, this report has been signed below by the follnwing persons oo behalf of the registrant and io the
capacities and on the dates indicated.

SICNATURES TITLE DATE
Chicf Executive OfTicer, Director
fs/ Michael T. Doyle (Principat Executive Officer) March 10, 2017

Michael T. Doyle

Executive Vice President, Chief Finaneial Officer
fs/ Teresa F. Sparks {Principal Financial and Accounting Officer) March 19, 2017

Teresa F. Sparks

. i Chairman
/s/ Christopher Laitala March 10, 2017
Christopher Laitala
Director
/s! Teresa DeLuca March 10,2017
Teresa Deluca
Director
faf Adam Feinstein March 10, 2017
Adnm Fejostein
Director
s/ Matthew . Lozow March 10, 2017
Matthew 1. Lozow
Director March 10, 2017

s/ Brent Turner

Brent Turner
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EXHIBIT INDEX
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Amended and Restated Certificate of Incorporation (incorporated herein by reference 1 Exhibit 3.1 to the Company's Quarterly Report on Form 10-
Q filed November 13, 2015).

Amended and Restated By-Laws (incorporated herein by reference to Exhibit 3.2 to the Company’s Quarterly Report on Form 10-Q filed November
13,2015).

Indenture, dated March 31, 2016, among Surgery Center Holdings, Inc., the Guarantors from fime to time party thercto and Wilmington Trust,
National Assaciatian, as Trusiee (incorporated hercin by reference o Exhibit 4.1 1o the Company’s Current Report on Farm 8-K fited April 5, 2016),

Tax Receivable Agreement, dated as of September 30, 2015, among Surgery Parmmers, Inc., H LG, Surgery Centers, LLC and certain other
Stockholders party thereto (incorparated herein by reference 1o Exhibit 10.1 1o the Company’s Quaricrly Report on Form 10-Q filed November 13,
2015).

Registration Rights Agreement, daied as of Septeinber 30, 2015, among Surgery Partners, [nc. and cerlain other Sioekholders party thereta
{incorpoeaicd herein by reference 1o Exhibit 10.2 1o the Company’s Quarterly Report on Form 10-Q filed November 13, 2015).

Reorganization Agreement, dated as of September 30, 2015, among Surgery Parmers, ine., Surgery Ceoter Holdimgs, LLC, H.LG. Surgery Centers,
LLC and certain other Members party thercta {incorporated herein by reference to Exhibit 10.3 to the Company's Quarterly Report on Form 10-Q
filed November 13, 2015).

Form of Indemnification Agreement (incorporated beresn by reference to Exhibit 10,14 ta the Company's Registration Stalement on Form S-1,
Amended, filed September 14, 2015).

First Lien Credit Agreement, dated as of November 3, 2014, among SP Holdeo 1, Ine., Surgery Center Haldings, Inc., Jefferies Finance LLC and
the other guaraniors and lenders party thereto (incorporated herein by reference fo Exhibit 10.5 to the Company's Registration Statemen! on Form 8-
1 filed August 17, 2015).

First Lien Incremental Amendment to First Lien Credit Agreement, dated a5 of Qetober 7, 2015, among SP Holdeo 1, Ine., Surgery Center Holdings,
Ine.. Jefferies Finance LLLC and the other guarantors and lenders party thercto (incorporated herein by reference ns Exhibit 10.1 to Surgery Pariners,
Inc."s Current Report on Form 8-K filed October 9, 2015)

Second Licn Credit Agreement, dated as of November 3, 2014, amang ST Holdeo 1, Inc., Surgery Center Holdings, lnc., Jefferies Finance LLC and
the other guarantors and lenders party thereto (incorporated herein by reference to Exhibit 10.6 1o the Company's Registra tion Stateorent on Form S-
1 filed August 17,2015).

Assignment and Acceptance Agreement, among H.1.G. Surgery Centers, L1C and THL Credit, Inc., for assignment cffective April 11,2013
{incorporated herein by referenec 1o Exhibit 10.7 to the Company's Registration Statement on Form S-1 filed August 17, 2015).

Employment Agreement of Michael Doyle, as amended (incorporated herein by referenee to Exhibit 10.10 1o the Compuny's Registration Statermnent
on Forn §-1, Amended, filed September 2L, 2015).

Employment Agreement of Teresa Sparks, as amended (incorporated herein hy reference to Exhibit 10.11 to the Company’s Registration Statement
on Form S-f, Amended, filed September 21, 2015).

Employment Agreement of John Crysel, as amended (incorporated herein by reference to Exhibit 10.12 to the Company’s Registralion Stalement on
Form §-1, Amended, fited Seprember 21, 201 5).

2015 Omnibus Incentive Plan (incorporated herein by reference ss Exhibit 4.3 1o the Company’s Registration Statement on Form §-8 filsd Oetober
6, 2015).

Farm of Noo-Statutory Stock Option Agreement under the 2015 Omaibus Incentive Plan (incorporated herein by reference to Exhibit 10.5 to the
Company's Quarterty Report on Form 10-Q filed November 13, 2015).

Form of Dircctor Option Award under the 2015 Omnibus Incentive Plan (incorporated herein by reference to Exhibit 10.6 to the Company’s
Quarterly Report on Form 10-Q filed November 13, 2015).

Form of Reorganization Restrieted Stock A greement under the 2015 Onmibus Incentive Plan (incorporated herein by reference tw Exhibit 10.7 to the
Company's Quarterty Report on Form 10-Q filed November 13, 2015).

Cash Incentive Plan (incorporated herein by reference to Exhibit 10.8 to the Company’s Quarterly Report on Form 10-Q fited November (3, 2015).
Symbion, In¢. Supplemental Executive Retirement Plan, Effective May 1, 2005 (incorporated herein by reference 1o Exhibit £0.17 to the Company's
Registration Statement on Form S-1, Amended, filed September 21, 2015).

Office Lease Agreement dated November 17, 2015 between Highwoods Realty Limited Partnership and Surgery Partners, Ine. (incorporated herein
by reference ta Exhibit 10.21 to the Company's Annual Report on Form 10-K filed March 11, 2016).

Form of Restricted Stock Award Agreement under the 2015 Omnibus Incentive Plan (incorporoted herein by reference to Exhibit 99.1 1o the
Company's Current Report on Form 8-K filed March 15, 2016).
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302

321
322
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101.CAL
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First Lien Tncremental Term Loan Amendment and Consent, dated as of March 24, 2016, by and among SP Holdeo I, Inc., Surgery Center
{incorporated herein by reference to Exhibit 10.1 to the Company's Current Report on Form 8-K filed March 30, 2016).

Form of Petformance Stock Unit Award Agreement under the 2015 Owmnibus Incentive Plan (incorporated herein by reference to Exhibit 10.1 to lhe
Company's Current Report on Form 8-K filed July 5, 2016).

First Amendment to Lease A greement, dated August 29, 2016, between [Highwoods Realty Limited Partnership an¢l Surgery Partmers, [ne,
{incorporated herein by reference to Exhibit 101 to the Company's Quarterly Report on Form 10-Q filed Nnvemnber 10, 2016).

Amendment Ne, 4 to Credit Agreement, dated as of Septernber 26, 2016, by and among SP Holdes |, Inc., Surgery Cenler Holdings, [nc., Jefferies
Finance LLC and the nther guarantors and lenders party thercto (incorporated herein by reference to Exhibil 10.1 to the Company's Current Report
nit Form B-X filed September 27, 2016).

List of Subsidiarics of the Registrant.

Consent of Independent Registered Public Accounting Firm.

Certification of Principal Executive Officer pursuant (o Rule t3a-14(a) and Rute 15d-14(a) of the Securities {2xchange Ac1, as amended as adopted
pursuant to Section 302 of the Sarbanes-Oxley Aet of 2002,

Certification of Principel Financial Officer pursuant 1o Rule 13a-14(a) and Rule 15d-14(a) of the Securities Fxchange Acl. as amended as adopied
pursuant to Scction 302 of the Sarbanes-Oxley Act of 2002,

Certification of Chicl Executive Oficer pursuant 1o 18 U.5.C. Section [350, as adopted pursuant to Section 906 of the Sarbancs-Oxley Act of 2002.

Certification of Chief Financial Officer pursuant to [8 U.S.C. Seetion 1350, as adopted pursuant to Sectinn 906 of the Sarbanes-Oxley Act of 2002.
XBRL Instance Document

XBRL Taxonomy Extension Schemn Docuiment

XBRIL Taxenomy Extension Calculation Linkbase Document

XBRL Taxonnmy Extension Definition Linkbase Document

XBRL Taxonomy Extension Label Linkbase Document

X BRI Taxonpmy Extension Presentation Linkbase Docurnent

{a) Manageraent Contrnct or Cempensatory Plan or Arrangement.
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Exhibit21.1

Subsidiaries of
Surgery Partners, Inc.

Jurisdiction of

Entity Name Organization Doing Business As
Advaneed Pain Institwe Treatment Center, LLC Touisiana
Afshin Gerayli, MD California Puin Specialists of Orange County
AllCare Clinical Associates, PLA. North Carolina
Ambulatory Resouree Centres Investment Company, LLC Delaware
Ambulatory Resource Centres of Washington, Ine. Tennessee
Ambulatory Resource Centres of Wiltmingten, Inc. Tennessee
Anesthesiology Professional Services, Ine. Florida
Animas Surgical Hospital, LLC Delaware
APS of Bradenton, LLC Florida
APS nf Hammond, 1.1.C Delaware
APS of Jenesbore, LLC Delaware
APS of Meritt Island. LLC Flarida
APS of Suncoast, LLC Florida
ARC Development Crrporation Tennessee
ARC Financial Services Corporation Tennessee
ARC Kentueky, LLC Tennessee ARC Kentucky/Louisville, LLC
ARC of Bellingham, L.P. Tennessee
ARC of Georgia, LLC Tennessee Premier Surgery Center
Armenia Ambulatory Surgery Center, LLC Florida
ASC Gamma Partners, Lid. Florida West Kendall Surgical Center
ASC of New Albany, LLC Indiana
Asheville Pain Relief Center, P.C. North Carolina
Austin Surgical Holdings, LLC Delaware ATX Surgical Holdings, LLC
Baton Rouge Ancsthesia Services, LLC Delaware
Bayside Endoscopy Center, LLC Rhode 1sland
Birmitgham Surgery Center, LLC Delaware
Blue Ridge NovaMed, Inc. Missour
Blue Ridge Surgical Center, LLC Delaware
Boulder Spine Cenier, LLC Delaware Minimally Invasive Spine Institute
Bradenton Anesthesia Services, LLC Florida
Bristol Spine Center, LLC Delaveare Renaissance Surgery Cenler
Cape Coral Ambulatory Surgery Center, LLC Florida
Cape Coral Anesthesia Services, LLC Florida
CCIF, LL.C Dielaware
CC Pocatello, LLC 1daho
Central Montana imaging, LL.C Montana
Chesterfield Spine Center, LLC Delaware St. Louis Spine and Orthopedie Surgery Center
CMMP Surgical Center. L.L.C. Missouri
CMSC, LLC Montana
Coastal Pain Center, LLC Georgia
Collier Ancsthesiu Pain, LLC Florida
Community Care Chunping Way, LLC Delaware
Community Care Rexburg, LLC Defaware
Community Care West Side, L1.C Delaware
Florida

Complete Care Pharmacy, LLC




Consultants in Pain Medieine, LLC
Cypress Surgery Center, LLC

Delaware Quepaticnt Center for Surgery, LLC
Dupont Anesthesia Services, P.8.C.

Epix Ancsthesia of Houston, PLLC
Gireat Folls Clinic Surgery Center, L.L.C.
Hammeond Anesthesia Scrvices, LLC
Honolulu Spine Center, LLC

IFSC Acquisition, LLC

IPM Surgery Centers, LLC

Jaeksonville Beach Surgery Center, LLC
Joneshoro Anesthesia Services, LLC
Kent, LLC

Lake Mary Surgery Center, L.L.C.
Largo Endoscopy Center, L.P.

Largo Surgery, LLC

Laser and Qupatient Surgery Ceater, LLC
Logan Laboratories, LLC

Lubbock Heart Hospital, LLC

Lubbock Surgicenter, Inc.

Medical Center Endoseopy., LLC
Medical Billing Solutions, LLC

Midwest Uncuts, Inc.

Millenia Surgery Center, L.LL.C.
Minimally [nvasive Surgicat and Neuroscience Center, LLC
Misston Hills Surgicenter, LLC
Mopatana Health Partners, LLC
Mountain Vicw Hospital, LLC

MV Oncology, LLC

MVH Ancsthesia, LLC

MVH BMC, LLC

MVH Idaho Falls Oncology, LLC
MVH SNF Holding, L1.C

NeoSpine Puyallup Spine Center, LLC
NeoSpine Surgery of Bristol, LLC
NeoSpine Surgery of Puyaltup, LLC
NeoSpine Surgery, LLC

New Albony Quipatient Surgery, L.P.
New Tampa Sargery Center, Ltd.
NMGK, Inc.

NMI, Ine.

NMLO, Tnc.

North Duketit Surgery Center, LLC
Northwest Ambulatory Surgery Services, LLC
NovaMed Acquisition Cornpany, Ine.
NovaMed Allinnce, Ine.

MovaMed Eye Surgery and Laser Center of S1. Joseph, Ine.

Georgia
Delaware
Delaware
Kentueky
Texas
Montona
Louisiana
Delaware
Delaware
Califormia
Tcnnessee
Arkansas
Rhode 1sland
Florida
Tennessee
Florida
Delaware
Delaware
Delaware
Texas
Texas
Florida
lowa
Florida
Delaware
California
Montona
Delaware
Delaware
Idaho
Idaho
Delaware
Idsho
Delaware
Delaware
Delaware
Delawarc
Delaware
Flarida
Hlinois
Georgia
Kansas
Delaware
Was hington
Delaware
Delaware

Missouri

Henolulu Sports and Spine Center

SpinalCARE Surgicenter
Iacksonville Beach Surgery Center

Tamgra Bay Regional Surgery Center
West Buy Surgery Center

Lubbock Heart & Surgical Hospital

Midwest Labs

Mission Hills Pain Treatment Cenier

Eagle Rock Ancsthesia

Microsurgical Spine Center

Bellingham Ambulatory Surgery Center

QOptical Synergies
Premier Vision Buying Group
The Buyers Edge

The Alliance




NovaMed Eye Surgery Center of Maryville, LLC
NovaMed Eye Surgery Cenler of New Albany, £.L.C.
NovaMed Eye Surgery Center of North County, LLC
NovaMed Eye Surgery Cenler of Overland Park, £1.C
NovaMed Management of K ansas City, Inc,
NovaMed Management Serviees, LLC

NovaMed of Bethlehem, Inc.

NovaMed of Laredo, Inc.

NovaMed of Lebanan, Ine,

NovaMed of Leuisville, Inc,

NovaMed of San Antonin, Inc.

MNovaMed ol Texas, Ine,

NovaMed of Wisconsin, Inc.

NovaMed Pain Management Center of New Albany, LLC
NovaMed Surgery Center of Biton Rouge, LLC
NovaMed Surgery Center of Bedford, LLC

NovaMed Surgery Center of Chattanooga, LLC
NovaMed Surgery Center of Chicago-Northshare, LLC
NovaMed Surgery Center of Cleveland, LLC
NovaMed Surgery Center of Colorado Springs, LLC
NovaMed Surgery Center of Denver, LLC

NovaMed Surgery Center of Jonesboro, LLC
NovaMed Surgery Center of Madigon, Limited Partnership
NovaMed Surgery Center of Nashua, LL.C

NovaMed Surgery Cemter of Orak Lawn, LLC
NovaMed Surgery Center of Orlanda, LLC

NovaMed Surgery Center of Palm Beach, LLC
NovaMed Surgery Center of Sun Antonie, L.P,
NovaMed Surgery Center of Sandusky, LLC
NovaMed Surgery Center of St. Peters, LLC
NovaMed Surgery Center of Tyler, LP.

NovaMed Surgery Center of Warrensburg, LLC

NovaMed Surgery Center of Whittier, LLC
NovaMed, Inc.

Ocala Sutgzery Center Realty, LLC

Orcean State Endoscopy Holdings, LLC
Orange City Anesthesia Services, LLC
Orange City Surprery Center, LLC
Orthopaedic Surgery Center of Asheville, L.P.
Paim Bay Ambulatary Surgical Center, LLC
Park Place Surgery Center, L.L.C.
Physicians Medical Center, L.L.C.
Physicians Surgery Center, LLC

Physicians Surgical Care, Inc.

Piekaway Surgical Center, Ltd.

PMCROS, LL.C,

Portsmouth, LLC

PSC Development Company, LLC

PSC of New York, L.L.C.

Delaware
Delaware
Delaware
Delawure
Missour
Delaware
Delaware
Delaware
Delaware
Kentucky
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Wisconsin
Delaware
Delaware
Delaware
Delaware
Detaware
Delaware
Delaware
Delaware
Delaware

Delaware
Delaware
Tennessee
Rhode Island
Flerida
Florida
Tennessee
Delaware
Florida
Louisiana
Delaware
Delaware
Chio
Louisiana
Delaware

Delaware

Delaware

Eyes of 1Mincis Surgery Center

Interventional Pain Management Center
NH Eye Surgicenter

NovaMcd Eye Surgery Center — Northshore
The Surgery Center of Cleveland

United Ambulatory Surgery Center
Colorado Qutpatient Eye Surgery Center
Eye Surpery Center of Arkansas

Nashua Eye Surgery Center

Center for Reconstructive Surgery
Downtown Surgery Center

Palm Beach Quipatient Surgical Center
American Surgery Centers of South Texas
Surgery Center of Sandusky

St. Peters Ambulatory Surgery Center
The Cataract Cenler of East Texas
Surgery Center of Warrenshurg

Eye Surgery Center of Warrensburg
Center for Outpatient Surgery

Surgery Partners

Qrthopaedic Surgery Centér of Asheville, Lintited

Lee Island Coas1 Surgery Center

Plyysicians Ambulatory Surgery Center




PSC Operating Company, LLC
PSHS Alpha Partners, Ltd.

PSHS Bela Pariners, Ltd.

Quahog Holding Company, LLC
Quantum Enterprises, PLLC
Riverside Anesthesia Services, LLC

Riverside Billing & Management Company, LLC
Riverside Spine & Pain Physicians, LLC

Riverside Surgical Ceater, LLC
Saint Thomas Compounding LLC

Sarasota A mbulatory Surgery Center, Lid.

Sarasotn Anesihesia Services, LLC
SARC/Asheville, Ine,
SARC/Circleville, Inc.
SARC/FL, Myers, Inc.
SARC/Genrgia, Inz.
SARC/Jacksnnville, Inc.
SARC/Kent, LLC
SARC/Largo Endoseopy, Inc.
SARC/Largo, Inc.
SARC/Providence, LLC
SARC/San Antonio, LLC
SARC/St. Charles. In¢.
SARC/Vincennes, Inc.
Sentry Ancsthesia Management, LLC
Sentry Medical Billing, LLC
SMBI DOCS. LLC

SMBI Great Falls, LLC
SMBI Havenown, L1.C
SMBI idahn, L1LC

SMBI Juckson, LLC

SMBI LHH, LLC

SMBI Porsmouth, LLC
SMBI STLWSC, LLC
SMBIMS Binningham, Ine.
SMBIMS Durango, LLC
SMBIMS Florida i, LLC
SMBIMS Greenville, LLC
SMBIMS Kirkwood, LLC
SMBIMS Novi, LLC
SMBIMS Orange City, LLC
SMBIMS Steubenville, Inc.
SMBIMS Wichita, LLC
SMBISS Beverly Hills, LILC
SMBISS Chesterficld, LIL.C
SMBISS Encinn, LLC
SMRBISS Irvine, LLC
SMBISS Thausand Oaks, LLC

Southern Crescent Anesthesiology, PC

Southem Crescent Nurse Anesthesia, LLC

Delaware
Florida
Flarida
Delawure
Colorado
Florida
Florida
Tlorida
Flonda
Finrida
Florida
Florida
Tennessee
Tennessee
Tennessee
Tenncssee
Tennessee
Tennessee
Tennessee
Tennesses
Tennessee
Tennessee
Tennessce
Tennessee
Goorgia
Georgia
Tennessee
Tennessee
Tennessee
Tennessce
Detaware
Delaware
Tennesses
Tennessce
Tennessee
Tennessee
Flnrida
Tennessee
Tennessee
Tennessee
Tennessee
Tennessee
Tenngssec
Tennessee
Tennessee
Tennessee
Tennessee
Tennessee
Georgia
Georgia

Lake Worth Surgery Center
The Gables Surgical Center




SP Califomia Management, L1.C Delaware

ST Holdeo |, Inc. Delaware

8P Lowisiana, LLC Louisiana

SP Management Services, Ine. Tenncssee SymbionARC Management Services
Surgery Partners Managemenl Services, Inc.
SGRY SP Management Services, Ine.
SGRY Surgery Pariners Management Services, inc.

SP North Dakata, LLC Drelaware

SP Practice Management, LLC Delaware

Space Coast Anesthesia Services, LLC Florida

Space Coast Surgery Center LLLP Florida

Specialty Surgical Center of Beverly Hills, L.P. California

Specialty Surgical Center of Encino, L.P. California

Specialty Surgical Cenier of Encino, LEC California

Specialty Surgical Center of Irvine, L.P. Californin

Specialty Surgical Center of Irvine, ELC Califomia

Specialty Surgical Center, LLC California

St. Louis Women's Surgery Center, LLC Delaware

Suncoast Specially Surgery Center. LLLP Florida

Surgery Center Holdings, 1ac. Delaware

Surgery Center Holdings, LLC Dclaware

Surgery Center of Fremont, LLC Delaware

Surgery Center of Kalamaxoo, LLC Michigan

Surgery Center of Lebanon, LP Pennsylvania Physicians Surgical Center

Surgery Center of Penngylvania, LLC Pennsylvania

Surgery Center Parmers, LLC Delaware Timberlake Surgery Center

Surgery Partners Acquisitinn Company, Inc. Florida

Surgery Parmers of Coral Gables, LLC Florida

Surgery Partners nf Lake Mary, LLC Florida

Surgery Partners of Lake Worth, LLC Florida

Surgery Partners of Merritt Island, LLC Florida

Surgery Partners of Mitlenia, LLC Florida

Surgery Partners of New Tampa, LLC Floridz

Surgery Pariners of Park Place, LLC Floridz

Surgery Panners of Sarasota, LLC Florida

Surgery Partoers of Suncoast, LLC Florida

Surgery Parners of West Kendall, L.L.C. Florida

Surgery Partners of Wesiehase, LLC - Florida

Surgery Parters. LLC Flotida SGRY SP, LLC

Surgical Hospital of Austin, L.P. Texas Austin Surgical Hospital

Symbion Ambulutory Resnuree Centres, Inc, Tennessee

Symbion Anesthesia Serviees, LLC Delaware

Symbion Holdings Corporation Delaware

Symbion JV,LLC Tennessee

Symbion, Ine. Delaware

SymbionARC Suppon Services, LLC Tennessee

Tampa Pain Reliel Center, Inc. Florida Ceniral Florida Pain Reliet Centers

Flogida Orthopedic Partners

Florida Pain Insfitute - Melboumne

Florida Pain Institute - Merritt Island




Texarkana Surgery Center GP, Inc.
Texarkana Surgery Center, L.P.

Texas Physician Group

The Cataract Specialty Surgical Center, LLC
The Center for Special Surgery, LLC
The Center for Specialized Surgery, LP
The Surgery Center of Ocala, LLC

The Surgery Center, L.L.C.

Triunfo Surgery Center, LLC

UniPhy Healthcare of Johnson City V1, LLC
UniPhy Healthcare of Maine I, Inc.
UniPhy Healtheare of Memphis 11, nc.
United ASC Holding Company, LLC
Valley Ambulatory Surgery Center, L.P.
Valley Medical Inn, L.P.

Valley Surgical Center, Lid.

VASC, Inc.

Village Surgicenier, Inc.

Village Surgicenter, Limited Partnership
Westchase Surgery Center, Ltd.
Wilmington Surgery Center, L.P.

Winter Garden Surgery Center. LLC
Woods Mills Road Surgery Center, LLC

Texas
Delaware
Texas
Michigan
Detaware
Pennsylvania
Tennessee
Georgia
California
‘Tennessee
Tennesses
Tennessee
Delaware
WMinois
Winois
Ohio
Hlinois
Detaware
Delawnre
Flonida
Tennessee
Defaware

Tenncsses

Florida Pain Institute - Pulm Bay
Florinda Pain [nstitute - Pineda

Florida Pain Institute - Titusville
Florida Pain Institute - Viera

Florida Pain Relief Centers

Floride Spine Sports and Rehabilitation Center
Jacksoaville Pain Relief Center

K aizen Orthopedics

Medical Village Urgent Care

Orlando Prain Relief Center

Pain institute OF Tampa

Pain Management of Brandon

Pain Medicine Institute

Palm Beach Pain Reliel Center
Rehabilitation Medical Group

Sarasota Pain Relief Center - Bee Ridge
Sarasota Pain Relicf Center - Bradenton
Sarasota Pain Reliel Center - CPCS
Sarasolz Pain Relicf Center - Downtown
Sarasota Pain Relief Center - PMC
Sarasota Pain Relief Center - Venice
Sarasota Pain Relief Center

South Florida Pain Relief Center - Boynton Beach

Snuth Florida Pain Relief Center
Tampa Pain Relief Center - Himes

Austin Wound Care und Hyperbarie Center




Exhihit 23.1

Consent of Independent Registered Puhlic Accounting Firm

We consent to the ineorporation by reference in the Registration Statement on Form S-8 (No. 333-207298) pertaining 10 the Surgery Partners, Ene. 2015 Omnibus Incentive Plan, of
our reparts dated March 10, 2017, with respect to the eonsolidated finaneiad staterments of Surgery Partners, Inc. and the effectiveness uf internal control over financtal reporting of
Surgery Partners, [ne., iocluded in this Annual Report (Form 10-K) of Surgery Partners, Inc. for the year ended December 31, 2016.

s/ Limnst & Young LLP

Nashville, Tennessee
March 10, 2017




Exhibit 31.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER PURSUANT TO RULE 13a-14(a) AND RULE 15d-14(a) OF THE SECURITIES AND
EXCHANGE ACT, AS AMENDED AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 202

[, Michacl T. Doyle, certify that:

2,

[ have reviewed this annual report on Form 10-K of Surgery Parmers, Inc.;

Based on my knowledge, this repott does not contain any untrue statement of a material fact or omil to skite a material fact necessary to make the statements made, in light of
the circumstances under whieh such staiements were made, not miskeading with respect 10 the period covered by this report:

Bascd on my knowledge, the finaneial statements, and other financial information ineluded in this report, fairly present in all material respects the financial condition, resulls of
operations and cash flows of the registrant as of, and for, the periods presented in this report;

The registrant’s other cenifying officer and [ are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange A<t Rules 132-15(¢)
and [5d-15(c)) and internat control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a) designed such disclosure controls and procedures, or eaused sueh disclosure controls and procedures to be designed under our supervision, to ensure that material
information retating to the registrant, including its consolidated subsidiaries, is made known o us by others within those enthies, particularly during the period in which

this report is being prepared;

b) designed sueh internal control over financial reporting, or caused sueh intemal control over financial reporting to be designed under our supervision, to provide reasonahle
assurance regarding the reliability of financial reporting and the preparation of financial statements for extcmal purposes in accordance with generalty accepted accounting
principles;

¢} cvaluated the effectiveness of the registrants disclosurc controls and procedures and presented in this report our eonclusions about the effectivencss of the disclosure
controls and procedures, as of the end of the period covered by this report, based on such evaluation; and

d) disclosed in this report any change in the registrant's internal control over finaneinl reporting that eccurred during the regisirant's most recent fiseal quarter that has
materially affected, or is reasonably iikely to materially affect, the registrant’s internal contrni over financial reporting; and

The repistrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registram(’s auditors and the
audit committee of the registron(’s board of direciors (or persons performing the equivalent functions):

a)  all significant deficiencies and matcrial weaknesscs in the design or operation of internal conirol over finaneial reporting which are reasonably likely to adversely affect the
registrant’s ahility to record, proeess, summarize and report financial information; and

b) any fraud, whether or not materia, thal involves management or other employees who have a signi ficant role in the registrant’s intemal control over financial reporting.

By:  /s/Michael T. Dovle
Michael T. Dovle
Chigf Executive Qfficer
(Principal Fxecutive Qfficer)

Iyate: March 10,2017




Exhibit 31.2

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER PURSUANT TO RULE 13a-14(a) AND RULE 15d- 14(a) OF THE SECURITIES AND

EXCHANGE ACT, AS AMENDED AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

1, Teresa F. Sparks, cerily that:

2.

1 have reviewed this annual report on Form 10-K of Surgery Partners, Inc.;

Based on my knowledge, this report does aot eontain any untrue statement of a material fact or omit fo state a material fact necessary 10 make the statements made, in light of
the civeumstances under which such statements were made, not miskading with respect fo the period covered by this report;

Based on my kaowledge, the financial statements, and ather financial information ineluded in this report, fairly present in all material respects the financial eandition, resuhs of
operations and cash flows of the registrant as of, and for, the periods presenied in this report;

The registrant's nther certifying officer and i are responsible for establishing and maintaining disclosure controls and procedures {as defined in Exchange Aet Rules 13a-15{(e)
and 15d-15(c}) and intemal control over financial reporting (as defined in Exehange Act Rules 132-15(F) and [5d-15¢f)) for the registrant and have:

a) designed such diselosure contois and procedures, or caused such disclosure controls and procedures to be designed ender our supervision. to ensure that maierial
information relating to the registrant, inchuding its consolidated subsidiaries, is made known 10 us by others within those entities, particularly during the period in which
this report is being prepared;

b) designed sueh imemal control over financial reporting, or caused such internal contro] over financial reporting 1o be designed under our supervision, to provide reasonahle
assurance regarding the reliability of financial reporting and the preparation of finaneial siaterents for cxternal purposes in accordance with generally aceepted accounting
principles;

¢} evaluated the effectivencss of the registrant’s disclosure controls and procedurcs and presented in this report our conclusions about the cffectiveness of the disclosure
eontrols and procedures, as of the end of the period covered by this report, based on such evaluation; and

d) disclosed in this report any change in the registrant’s internal control over finaneial reporting that occurred during the registran’s most recent fiscal quarter that has
materially affected, or is reasonably tikely to materiaily affect, the registrant's internal control over finanesal reporting; and

The registrant’s other certifying officer and | have disclosed, based on our most recent evaiuation of internal control over finaneial repaorting, to the registrant’s auditors and the
audit cotnmitiee of the registrant's board of directors (or persons performing the equivalent functions):

a) all signiticant deficiencies and maferial weaknesses in the design or operation of intcrnal control over financial reporting which are rcasonably likely to adversely affect the
registrant’s ahility to record, process, summarize and report financial infarmation; and

b) any fraud, whether ar not material, that involves management or other employees who have a significant roke in the registrant’s internal control over finaneial reporting.

By: /s/Tergsa T, Sparks
Teresa 1. Sparks
Executive Vice President and Chief Financial Qfficer
(Principal Financial and Avcounting Officer)

Date: March 10, 2017




Exhibit 32.1
CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER PURSUANT TO

18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the annual report on Form 10-K of Surgery Parmners, Inc. (the “Company™) for the period ended December 31, 2016, as filed with the Securities and
Exchange Commission on the date hereof (the “Repor™), 1, Michael T. Doyle, Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. Sec. 1350, as adopted
pursuant {o Sec, 906 of the Sarbanes-Oxicy Act of 2002, that:

1. The Report fully camplies with the requirements of Sections 13(a) or 15(d) of the Securitics Exchange Act of 1934 and

2. The information contained in the Report fairly presents, in all material respects, the financial conditinn and results of operations of the Company for the periods presented
therein.

By: {s/Michael T. Dovle
Michae]l T. Doyle
Chief Executive Officer
{Principal Executive Qfficer)

Date: March 10, 2067




Exhibit 32.2
CERTIFICATION OF THE CHIEF FINANCIAL OFFICER PURSUANT TO

18 US.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION %06 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the annunl report on Form 10-K of Surgery Partners, [ne. (the “Compnny™} for the period ended December 31, 2016, as filed with the Sceurities and

Exchange Canunission on the date hereof (the "Repont”), I, Teresa F. Sparks, Chicf Finaneinl Officer of the Company, certify, pursuant to 18 U.S.C. Sec. 1350, as adopted
pursuant 1o See. 906 nf the Sorbanes-Oxicy Act of 2002, that:

1. The Report fully complics with the requirements of Sections [3(a) or 15(d) of the Sccurities Exehange Act of 1934; and

3. The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company for the periods presented
therein.

By: fs/ Teresa F, Sparks
Teresa F. Sparks
Exvecutive Vice President and Chief Financial Officer
{Principal Financlal and Accounting Officer)

Date: March 10, 2017
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